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PREFACE 

This  monograph  is  the  fifth  in  a  series  of  technical  reports  presenting 
findings  of  the  Consumer  Savings  Project  of  the  Inter-University  Com- 
mittee for  Research  on  Consumer  Behavior.  The  subject  of  this  mono- 
graph is  the  savings  behavior  of  farmers  in  three  central  Illinois  counties. 
The  data  were  obtained  from  a  sample  of  these  farmers,  who  were  inter- 
viewed five  times  during  1961  and  1962.  As  a  result,  much  valuable 
information  was  secured,  not  only  on  farmers'  assets  and  debts,  but  also 
on  the  uses  made  of  these  holdings.  The  analysis  of  the  sources  and  uses 
of  funds  by  farmers  constitutes  a  central  part  of  this  monograph. 

This  project  has  been  financed  by  a  grant  from  the  United  States  De- 
partment of  Agriculture.  Additional  assistance  for  this  and  related  studies 
has  been  provided  by  the  Ford  Foundation,  the  National  Science  Foun- 
dation, and  the  United  States  Department  of  Labor. 

Jerry  Curnutt  is  presently  an  economic  analyst  with  the  Eastman 
Kodak  Company.  Robert  Ferber,  research  professor  of  economics  and 
marketing  at  the  University  of  Illinois,  is  director  of  the  project. 

The  members  of  the  Inter-University  Committee  for  Research  on 
Consumer  Behavior  are : 

Lincoln  Clark,  New  York  University,  Secretary-Treasurer 

Robert  Ferber,  University  of  Illinois 

George  Katona,  University  of  Michigan 

Theodore  Newcomb,  University  of  Michigan 

Howard  Raiffa,  Harvard  University 

James  Tobin,  Yale  University 

Guy  Orcutt,  University  of  Wisconsin,  Chairman 


Raymond  Goldsmith  was  a  member  of  the  Committee  until  he  left  in 
June,  1963,  for  an  OECD  assignment  in  Paris. 

The  monographs  in  this  series  are  research  reports.  The  Inter-Univer- 
sity Committee,  as  sponsor  of  this  research,  makes  every  effort  to  ensure 
both  the  quality  of  the  reports  and  their  orientation  toward  meeting  a 
real  need.  Nevertheless,  the  findings  reported  in  this  way  summarize 
conclusions  arrived  at  by  project  staff  and  do  not  necessarily  represent 
the  individual  or  collective  views  of  the  members  of  the  Inter-University 
Committee. 

Guy  Orgutt,  Chairman 

Inter-University   Committee 

for  Research  on  Consumer  Behavior 
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I.  INTRODUCTION 


Various  studies  of  the  financial  position  of  farmers  have  been  made 
by  state  agricultural  experiment  stations,  by  the  United  States  Depart- 
ment of  Agriculture,  and  by  others.  These  studies,  listed  at  the  end  of 
this  report,  indicate  that  by  far  the  largest  proportion  of  farmers'  assets 
lies  in  the  farm  and  that  holdings  of  financial  assets  (checking  accounts, 
savings  accounts,  stocks,  and  so  forth)  tend  to  be  very  small.  The  manner 
in  which  farmers  make  use  of  specific  assets  and  debts  has  received  rela- 
tively little  attention  in  past  studies,  due  in  part  to  the  fact  that  such 
information  can  only  be  collected  by  means  of  a  continuing  survey  of  the 
same  group  of  people  and  in  part  to  the  difficulty  of  conducting  such  a 
survey. 

The  purpose  of  the  present  study  is  to  provide  data  of  this  sort,  based 
on  a  panel  operation  conducted  among  farmers  in  three  Central  Illinois 
counties  in  1961  and  1962.  The  data  obtained  from  these  interviews 
permit  an  analysis  to  be  made  of  the  sources  and  uses  of  funds  by  farmers 
and  of  the  composition  of  assets  and  debts. 

The  study  begins  with  a  brief  description,  in  the  next  subsection,  of 
the  manner  in  which  the  data  were  collected  and  of  the  circumstances 
under  which  this  study  was  conducted.  Definitions  of  relevant  terms  used 
in  this  report  will  be  presented  in  the  final  part  of  this  section. 

The  Data 
Sample  Composition 

The  sample  on  which  this  study  is  based  relates  to  farm  operators  in 
three  counties  in  Central  Illinois  —  Christian,  Macon,  and  Shelby.  These 
counties  were  selected  partly  because  of  their  proximity  to  Champaign, 
Illinois,  the  headquarters  of  the  study,  and  partly  because  of  the  many 
well-to-do  farmers  residing  in  this  area.  The  latter  was  a  particularly 
important  consideration,  since  a  major  objective  of  the  study  was  to  in- 
vestigate how  farmers  with  fairly  extensive  and  different  types  of  assets 
made  use  of  these  holdings.  The  area  itself  fits  these  criteria  very  well, 
being  heavily  agricultural  and  containing  some  of  the  richest  farm  land  in 
the  country.  The  farms  in  the  area  are  primarily  of  the  cash-grain  variety, 
producing  mostly  corn  and  soybeans  with  lesser  amounts  of  wheat,  oats, 
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Table  1.   Percentage  Distribution  of  Farms  in  Christian,  Macon, 
and  Shelby  Counties,  by  Type  of  Farm 


Type  of  farm8 

1954  Census 

1959  Census 

Illinois 

Farm  Panel 

(1960) 

50.2 
4.4 
2.3 

14.3 

10^9 
17.9 

62.2 
3.8 
0.2 

12.7 
0.1 
2.4 

18.6 

61.4 

Dairy 

6.3 

Livestock  other  than  dairy  or  poultry .... 

Vegetables 

General 

16.6 
15^7 

Miscellaneous  and  unclassified 

Total 

100.0 

100.0 

100.0 

Base  (number  of  farm  operators) 

7,684 

5,742 

332 

a  In  some  instances,  it  was  not  initially  clear  in  which  farm  group  operators  in  the  Illinois 
Farm  Panel  fell.  In  these  cases  the  interviewers  were  asked  to  classify  the  farm  on  the  basis  of 
their  general  impressions. 

Sources  for  census  data:  U.  S.  Bureau  of  the  Census,  U.  S.  Census  of  Agriculture:  1954, 
Vol.  1,  Pt.  5,  pp.  60-67,  and  U.  S.  Census  of  Agriculture:    1959,  Vol.  1,  Pt.  12,  pp.  142-51. 


and  other  grains.  A  fair  number  of  farms,  nearly  one-sixth  of  the  total, 
specialize  in  the  production  of  livestock  other  than  dairy  cows  and  poultry. 

The  sample  members  in  these  counties  were  selected  in  the  summer  of 
1960  by  statistical  probability  methods  from  among  farmers  known  to  be 
holders  of  certain  assets  or  debts.  The  sample  was  weighted  to  obtain 
heavy  over-representation  of  operators  of  the  larger-sized  farms.  As  a 
result,  nearly  two-thirds  of  the  sample  members  operated  farms  of  220 
acres  or  more,  whereas  the  corresponding  estimate  of  the  frequency  of  all 
farms  of  such  size  in  this  area  is  about  40  percent  (based  on  the  1959 
Census  of  Agriculture) . 

All  together,  409  farm  "savings  units"1  were  selected  for  this  study. 
Comparison  of  the  composition  of  the  sample  with  that  of  all  farmers  in 
these  counties  indicates  that,  besides  the  bias  toward  operators  of  large 
farms,  the  sample  contained  a  much  higher  proportion  of  farmers  who 
were  part  owners.  This  is  not  surprising  because  the  larger  farms  are 
typically  operated  by  farmers  who  own  part  of  the  land  and  rent  the  rest. 

In  terms  of  distribution  of  farms  by  type  or  activity,  the  sample  con- 
tained a  slightly  higher  proportion  of  livestock  farms  and  dairy  farms  and 
a  substantially  higher  proportion  of  general  farms  ( see  Table  1 ) .  On  the 
other  hand,  the  panel  contained  virtually  no  "miscellaneous  and  unclassi- 
fied"  farms,  whereas  nearly  one-fifth  of  the  farms  listed  in  the    1959 

1  A  farm  savings  unit  is  the  sampling  unit  used  in  this  study.  It  is  defined  to 
consist  of  the  farm  operator,  his  wife,  all  children  under  16  years  of  age,  and  any 
other  family  members  residing  in  the  same  household  who  earn  less  than  $600  per 
year  and  who  have  savings  of  less  than  $600  in  their  own  names. 
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Census  of  Agriculture  were  classified  in  this  category.  This  would  suggest 
that  the  difference  between  the  census  and  the  panel  distributions  of 
farms  by  type  of  activity  may  be  largely  a  matter  of  classification.  In  the 
case  of  the  panel  operation,  where  the  classification  was  not  clear,  the 
farm  was  listed  in  the  "general"  category,  whereas  in  the  census  report 
such  farms  were  apparently  listed  under  "miscellaneous  and  unclassified." 
The  design  of  the  study  was  influenced  by  the  fact  that  a  principal 
objective  was  to  test  alternative  means  of  collecting  financial  data  from 
farmers.  As  a  result,  certain  experimental  aspects  were  built  into  the 
study.  The  two  principal  experiments  involved  ( 1 )  interviewing  half  of 
the  sample  members  on  each  of  the  five  waves  (at  intervals  of  three  to 
four  months)  while  interviewing  the  other  half  only  on  every  other  wave 
and  (2)  asking  half  of  the  sample  members  on  a  particular  wave  for 
dollar  balances  while  asking  the  other  half  for  changes  in  their  holdings 
since  the  time  of  the  last  interview.  In  the  latter  connection,  panel  mem- 
bers asked  for  changes  on  the  initial  waves  were  later  asked  for  holdings, 
whereas  the  panel  members  asked  initially  for  holdings  were  later  asked 
for  changes.  This  pattern  of  rotation  is  shown  in  the  following  tabulation. 

Waves 

Subsample              12                         3  4                       5 

A             Change              Change              Holdings  Change             Holdings 

B              Change                                         Holdings  Holdings 

C             Holdings            Holdings            Change  Change             Holdings 

D             Holdings                                       Change  Holdings 

In  accordance  with  the  experimental  design  of  this  study,  each  mem- 
ber of  the  sample  was  interviewed  either  three  or  five  times  during  1960- 
62.  The  dates  of  these  different  waves  of  interviews  were  as  follows: 

Wave  1  —  September-October,  1960 

Wave  2  —  January-February,  1961 

Wave  3  —  June- July,  1961 

Wave  4  —  September-October,  1961 

Wave  5  —  January-February,  1962 

As  a  result,  information  was  obtained  on  the  finances  of  the  panel 
members  during  essentially  all  of  1960  and  all  of  1961.  This  information, 
as  obtained  from  the  questionnaires,  consisted  principally  of  two  types. 
One  type  was  made  up  of  data  related  to  the  financial  position  of  the 
farmer.  Such  data  were  sought  for  each  farm  and  financial  asset  on  every 
wave,  although  the  specific  dollar  information  sought  varied  with  the 
experimental  design,  as  was  noted  previously.2    In  addition,  information 

2  Typical  questionnaire  forms,  the  ones  used  on  Wave  3,  are  shown  in  the 
Appendix  —  the  holdings  form  (IV  H  3)  and  the  change  form  (IV  C  3). 
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on  sources  and  amounts  of  income  for  each  of  the  two  years  was  requested 
on  the  first,  third,  and  fifth  waves. 

The  second  type  of  data  consisted  of  attitudinal  information  relating 
to  the  farmer's  opinion  of  the  desirability  of  holding  different  types  of 
assets  and  to  his  income  and  savings  anticipations.-  The  reports  from  the 
panel  members  were  supplemented  by  information  obtained  from  various 
institutions  on  the  holdings  of  these  panel  members.  As  a  result  of  adjust- 
ments made  possible  with  these  data,  much  more  reliable  information  was 
obtained  than  would  have  been  possible  otherwise. 

On  the  whole,  good  cooperation  was  obtained  from  the  members  of 
this  sample.  As  is  evident  from  the  following  tabulation,  roughly  three- 
quarters  of  those  contacted  on  the  first  wave  continued  through  the 
fifth  wave. 

Cumulative  percent  of  initial  sample 


Wave 

Interviewed 

Refused 

Other 

1 

89.0 

10.3 

.7 

2 

82.6 

15.9 

1.5 

3 

78.5 

17.6 

3.9 

4 

74.8 

21.3 

3.9 

5 

74.1 

20.0 

5.9 

Waves  2  and  4  are  not  directly  comparable  with  other  waves  because 
on  them  only  half  of  the  sample  was  represented. 

The  refusal  rate  was  relatively  low  even  on  the  first  wave,  and  it  de- 
clined markedly  on  later  waves.  Noncontacts  and  those  no  longer  in  the 
population  (primarily  because  of  death)  remained  at  a  very  low  level 
throughout  the  study.  As  a  result,  practically  everyone  in  the  sample 
scheduled  for  interview  on  each  wave  was  seen  by  an  interviewer.  No 
discernible  differences  appeared  between  the  change  form  and  the  hold- 
ings form  for  the  refusal  and  nonresponse  rates. 

Farm  Assets  Versus  Financial  Assets 

The  assets  of  a  farmer  may  be  divided  into  the  physical  and  financial 
assets  shown  in  the  following  list.  The  former  category  refers  to  the 
tangible  assets  owned  by  the  farmer  and  includes  primarily  the  farm 
land  and  buildings,  livestock,  machinery,  growing  crops,  stored  crops,  and 
inventories  on  hand. 

...  Classes  of  Assets  and  Debts 

( 1 )  Assets 

(2)  Physical  assets 

(3)  Real  estate  —  land  and  buildings 

(4)  Farm  land  owned  and  operated 

(5)  Nonoperated  owned  farm  land 
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(6)  Nonf arm  real  estate 

( 7 )  Livestock 

(8)  Machinery 

(9)  Stored  crops,  supplies,  and  growing  crops 

(10)  Financial  assets 

(11)  Checking  accounts 

(12)  Savings  accounts 

(13)  Bonds 

(14)  Government 

(15)  Other 

(16)  Cash  value  of  life  insurance3 

(17)  Stocks 

(18)  Trusts 

(19)  Equity  in  nonf  arm  business 

(20)  Loans  to  others 

(21)  Liabilities4 

(22)  Mortgage  debt 

(23)  Production  debt 

(24)  Personal  debt4 

( 25 )  Net  worth  —  assets  ( 1 )  minus  liabilities  (21) 

On  the  other  hand,  financial  assets  refer  to  the  intangible  wealth  of 
the  farmer,  such  as  checking  accounts,  savings  accounts,  preferred  stock, 
and  equity  in  a  nonfarm  business.  These  assets  may  be  used  in  the  opera- 
tion of  the  farm,  but  they  may  also  be  used  for  other  purposes  as  well. 
From  an  analytical  point  of  view,  it  will  be  evident  that  there  are  good 
reasons  for  keeping  these  categories  separate. 

The  definition  of  a  farm  used  in  the  1954  Census  of  Agriculture  was 
also  used  in  this  study,  namely,  "Places  of  three  or  more  acres  ...  if  the 
annual  value  of  agricultural  products  amounted  to  $150  or  more."5 

The  focus  of  the  study  was  on  the  farm  operator.  According  to  the 
Bureau  of  the  Census,  "A  farm  operator  is  a  person  who  operates  a  farm, 
either  performing  the  labor  himself  or  directly  supervising  it.  He  may 
be  an  owner,  a  hired  manager,  or  a  tenant,  renter,  or  sharecropper.    If  he 

3  Cash  value  was  estimated  from  the  face  value,  premium,  and  age-of-policy 
data  collected  on  the  questionnaires,  using  actuarial  formulas. 

4  Debts  incurred  to  purchase  consumer  durable  goods,  with  the  exception  of 
debts  on  automobiles,  were  excluded  from  the  analysis  since  the  asset  values  of 
consumer  durable  goods  were  not  included. 

5  Bureau  of  the  Census,  U.S.  Census  of  Agriculture:    1954,  Vol.  1,  Pt.  5,  xii. 
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rents  land  to  others  or  has  land  cropped  for  him  by  others,  he  is  listed  as 
the  operator  of  only  that  land  which  he  retains."6 

Valuation  of  Assets 

Assets  have  been  valued  at  current  market  value  based  on  the  farmer's 
own  estimates.  By  so  doing,  difficult  problems  of  determining  depreciated 
values  have  been  avoided.  Valuing  assets  at  market  value  is  not  without 
its  disadvantages,  however.  Unless  physical  assets  are  put  up  for  sale,  it 
is  difficult  to  know  their  market  value.  Consider  machinery,  for  example. 
A  machine's  price  varies  according  to  the  condition  of  the  particular 
machine  and  the  supply  and  demand  for  the  machine.  Is  the  farmer 
capable  of  determining  accurately  the  market  value  of  his  machinery? 
His  opinion  is  an  informed  one,  but  still  it  is  just  an  opinion  of  what  a 
hypothetical  transaction  would  be.  Because  of  the  subjective  element 
involved,  one  must  accept  such  valuations  as  approximations  to  the  "true" 
values. 

6  Ibid.,  xiii. 


II.  ASSETS  AND  DEBTS 


The  assets  and  debts  of  farmers  reflect  their  dual  status  as  consumers 
and  as  businessmen.  As  a  businessman,  the  farmer  needs  to  invest  in  the 
farm  to  build  the  farm  business  to  efficient  size  and  provide  full  employ- 
ment for  his  own  time  and  ability  as  a  farmer.  With  the  changing  tech- 
nology of  farm  operations  and  the  rapid  increase  in  the  optimum  size  of 
farms,  farmers  are  placed  under  continual  pressure  to  increase  the  size  of 
their  farm  operations.  For  this  reason,  they  invest  chiefly  to  improve  or 
add  to  the  capital  goods  they  use  in  earning  a  living.  In  this  respect 
farmers  differ  from  salary  and  wage  earners  who  rely  upon  others  to 
provide  the  facilities  with  which  they  work  and  who  are  free  to  choose 
among  various  investments  according  to  the  yields,  stability  of  capital 
values,  and  protection  against  inflation  which  they  may  afford.  Like 
other  investors,  however,  farmers  tend  to  provide  against  emergencies  by 
buying  insurance  and  accumulating  financial  reserves. 

The  division  of  farmers'  investments  into  these  two  classes  is  explored 
in  this  section,  which  investigates  the  asset  and  debt  holdings  of  the  mem- 
bers of  the  Illinois  Farm  Panel,  based  on  information  accumulated  on  the 
first  three  waves  of  interviews.  The  analysis  relates  to  amounts  of  assets 
and  debts  as  well  as  to  the  frequency  of  different  holdings. 

An  Aggregative  View 

As  of  July,  1961,  Central  Illinois  farmers  held  the  great  preponderance 
of  their  owned  assets  in  the  farm  they  operated  (Table  2) .  The  farm  land 
and  buildings  owned  and  operated  accounted  for  53  percent  of  all  assets. 
Including  other  farm  assets  such  as  livestock,  machinery,  crops,  and  so 
forth,  the  farm  assets  owned  and  operated  accounted  for  79  percent  of 
all  assets. 

Farm  land  rented  to  others  (5  percent  of  total  assets)  was  the  next 
largest  asset.  The  importance  of  this  asset  can  probably  be  ascribed  in 
part  to  farmers'  familiarity  with  farm  land  as  an  investment  and  in  part 
to  the  tendency  of  farmers  to  rent  out  land  they  do  not  care  to  operate 
personally.  Next  in  order  of  importance  was  life  insurance,  followed  by 
nonfarm  real  estate.  Government  bonds,  stocks,  checking  accounts,  and 
savings  accounts  also  accounted  for  a  significant  percentage  of  farmers' 
assets. 

7 
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Table  2.  Balance  Sheet  of  Illinois  Farm  Panel  Members 


Holdings 


Assets  in  farm  operated 

Farm  land  and  buildings 

Livestock 

Machinery 

Stored  crops 

Supplies 

Growing  crops 

Subtotal 

Other  physical  assets 

Nonoperated  farms 

Other  real  estate 

Subtotal 

Financial  assets 

Checking  accounts 

Savings  accounts 

Cash  value  of  life  insurance 

Government  bonds 

Other  bonds 

Stocks 

Trusts 

Nonfarm  businesses 

Loans  to  others 

Subtotal 

Total  assets 

Debts 

Net  worth 

Total  assets 

Base  (mean  total  assets) 

a  Details  do  not  add  to  100  percent  due  to  rounding 
b  Less  than  0.05  percent. 


Percentage  of 
total  assets* 


53.1 
6.0 

15.4 
0.9 
0.3 
3.4 

79.1 

4.8 
3.3 
8.1 

2.4 
2.4 
3.4 
2.2 

b 
1.7 

0.1 

0.3 

0.3 

12.9 


100.1 


15.7 
84.3 


100.0 


$68,050 


Percentage  of 

farmers  holding 

particular  assets 

or  debts 


61.6 
88.6 
99.7 
45.0 
93.1 
99.2 


8.7 
13.8 


98.6 

47.4 

90.7 

37.0 

1.4 

61.2 

0.3 

2.1 

10.7 


90.3 


On  the  other  side  of  the  ledger,  the  great  majority  (90  percent)  of 
the  farmers  interviewed  had  debts.  The  average  amount  of  debt  was 
nearly  $11,000  (16  percent  of  total  assets).  Most  of  the  debts  were 
secured  by  farm  assets.7 

These  data  on  dollar  importance  could  be  misinterpreted  if  the 
seeming  importance  of  a  particular  class  of  assets  were  due  to  extremely 
large  investments  in  that  category  by  a  few  farmers.  In  that  case,  an  asset 
could  appear  to  be  important  generally,  yet  might  not  be  owned  by  the 

7  Because  of  peculiarities  in  the  sample  design,  the  amounts  and  types  of  debts 
owned  by  the  Illinois  Farm  Panel  members  are  not  typical  of  all  Central  Illinois 
farmers. 
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majority.  Hence,  it  is  desirable  to  examine  the  relative  frequency  of 
holdings  of  different  assets  and  debts,  as  is  done  in  the  last  column  of 
Table  2. 

Noteworthy  is  the  finding  that  89  percent  of  the  sample  farmers  had 
livestock,  although  a  majority  were  engaged  mainly  in  producing  crops  for 
sale.  Indeed,  only  farm  land  represented  as  large  a  part  of  total  asset 
value  as  its  frequency  of  ownership  might  suggest.  All  other  farm  assets, 
although  widely  owned,  comprised  relatively  small  proportions  of  total 
holdings,  with  the  exception  of  machinery. 

Practically  all  farmers  in  the  panel  (90  percent)  had  checking  ac- 
counts and  life  insurance,  and  61  percent  owned  stocks.  These  stock? 
were  chiefly  in  farmer  cooperatives,  grain  elevators,  farm  supply  com- 
panies, and  production  credit  associations;  very  few  were  stocks  listed  on 
the  organized  stock  exchanges.  Slightly  over  a  third  of  the  farmers  held 
government  bonds  (nearly  all  Series  E  bonds)  and  almost  half  of  them 
had  savings  accounts.  One  out  of  ten  farmers  had  money  loaned  to  others. 

Factors  Affecting  Asset  Holdings 

Asset  holdings  can  be  expected  to  vary  with  farmer  characteristics. 
To  throw  light  on  the  nature  of  such  variations,  balance  sheets  of  Illinois 
Farm  Panel  members  classified  by  several  attributes  are  presented  in  this 
section. 

Age 

Age  has  an  important  influence  on  the  financial  condition  of  farmers. 
Table  3  shows  that  the  value  of  total  assets  and  net  worth  increased 
sharply  with  the  age  of  the  farm  operator.  Indebtedness  decreased  with 
age,  from  an  average  of  32  percent  of  assets  for  farmers  less  than  40 
years  of  age  to  5  percent  for  farmers  60  years  of  age  or  more.  Moreover, 
all  farmers  under  40  years  of  age  in  the  sample  had  debts,  whereas  only 
72  percent  of  those  60  and  over  were  in  debt. 

Older  farmers  were  much  more  likely  to  own  the  farms  they  operated. 
Only  36  percent  of  the  farmers  under  40  owned  at  least  part  of  their 
operated  farms,  but  65  percent  of  the  middle-aged  farmers  owned  part 
of  their  farms,  as  did  86  percent  of  the  farmers  aged  60  and  over. 

Although  investment  in  the  operated  farm  land  and  buildings  in- 
creased both  relatively  and  absolutely  as  age  increased,  investment  in 
livestock,  machinery,  and  inventories  decreased  relatively,  and  financial 
assets  became  more  important  among  older  farmers. 

Older  people  were  also  found  to  hold  more  physical  assets  outside  the 
operated  farm.  Of  the  younger  farmers  4  percent  owned  nonoperated 
farm  land  compared  with  9  percent  of  the  middle-aged  farmers  and  14 
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Table  3.   Balance  Sheet  of  Illinois  Farm  Panel  Members, 
by  Age  of  Farmer 


Holdings 

Percentage  of  total  assets" 

Percentage  of  farmers 

in  age  group  holding 

particular  assets  or  debts 

Under 
40 

40-59 

60  and 
over 

Under 

40 
(n  =  75) 

40-59 
(n  =  156) 

60  and 

over 
(n  =  58) 

Assets  in  farm  operated 
Farm  land  and 

35.6 

11.4 

28.1 

1.5 

0.6 

6.4 

53.4 
6.3 

16.5 
0.8 
0.4 
3.9 

60.9 
3.0 
7.9 
0.8 
0.1 
1.3 

36.0 
92.0 

100.0 
53.3 
94.7 

100.0 

4.0 
6.7 

98.7 
45.3 

94.7 

30.7 

1.3 

62.7 

12'0 
100.0 

64.7 
87.7 
99.4 
37.8 
94.9 
99.4 

9.0 
14.7 

98.7 
44.9 

52.3 
34.0 
0.6 
58.3 
0.6 
3.2 
5.8 

92.3 

86  2 

Livestock 

Machinery 

86.2 

100.0 

53  5 

Supplies 

Growing  crops 

86.2 
96.6 

Subtotal 

Other  physical  assets 
Nonoperated  farms .  .  . 
Other  real  estate 

83.6 

3.8 
4.1 

81.2 

4.9 
2.2 

74.1 

5.1 

4.4 

13.8 
20.7 

Subtotal 

Financial  assets 

Checking  accounts.  .  .  . 

Savings  accounts 

Cash  value  of  life 

insurance 

Government   bonds .  .  . 
Other  bonds 

7.9 

1.9 
1.2 

4.2 
1^0 
6.3 

7.1 

2.4 
1.5 

4.0 
1.0 

1^9 
0.3 
0.5 
0.1 

9.5 

2.8 

4.3 

2.2 
4.9 

i.6 

0^7 

98.3 
56.9 

81.0 

53.4 

3.4 

Stocks 

Trusts 

Nonfarm  businesses 
Loans  to  others 

67.2 

1.7 
22.4 

Subtotal 

8.5 

11.7 

16.5 

Total  assets 

100.1 

100.1 

100.0 

Debts 

Net  worth 

31.8 
68.2 

17.7 
82.3 

5.2 
94.8 

72.4 

Total  assets 

100.0 

100.0 

100.0 

Base  (mean  total 

assets) 

$42,640 

$61,990 

$117,040 

a  Details  do  not  add  to  100  percent  due  to  rounding. 


percent  of  the  older  farmers.  About  20  percent  of  the  older  farmers 
owned  other  real  estate,  whereas  only  15  percent  of  the  middle-aged 
farmers  and  7  percent  of  the  younger  farmers  owned  such  property. 

Farmers  in  the  oldest  age  group  held  savings  accounts  and  bonds  more 
often  and  in  larger  amounts  than  those  in  the  other  two  age  groups.   Life 
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insurance  contributed  about  the  same  degree  of  relative  importance  to 
younger  and  middle-aged  farmers'  holdings  but  was  relatively  much  less 
important  in  older  farmers'  holdings.  This  may  reflect  the  need  for  fewer 
funds  to  provide  security  for  older  farmers'  families,  or  it  may  reflect  the 
lesser  frequency  and  amounts  of  life  insurance  purchased  years  ago  when 
incomes,  prices,  and  costs  were  also  much  lower.8 

The  different  holdings  of  farmers  at  these  various  age  levels  may  well 
reflect  the  manner  in  which  needs  and  objectives  change  with  time.  Thus, 
younger  farmers  are  usually  in  the  process  of  building  up  the  farm  to  a 
level  at  which  they  can  fully  employ  their  time  and  abilities.  For  prof- 
itable operations  with  modern  equipment,  a  reasonably  large  farm  is 
required.  As  a  result,  young  farmers  tend  to  borrow  heavily  for  modern 
equipment  and  to  rent  as  much  land  as  they  can  operate.  As  it  becomes 
available,  income  is  used  to  enlarge  operations,  to  pay  debts,  and  to  pur- 
chase land.  Some  liquid  funds  are  necessary  to  meet  day-to-day  expenses 
and  to  be  prepared  for  emergencies.  As  a  rule,  however,  such  funds  are 
kept  at  a  minimum,  which  may  be  one  more  reason  why  younger  farmers 
turn  to  life  insurance  as  a  source  of  protection  against  contingencies. 

By  contrast,  older  farmers  are  much  more  likely  to  have  built  the  farm 
up  to  a  point  at  which  it  is  sufficiently  profitable  or  to  a  size  as  large  as 
they  can  handle.  With  increase  in  age,  farmers  are  more  interested  in 
adequate  financial  reserves  and  income  from  nonfarm  sources  than  in 
expanding  the  size  of  their  operations.  As  a  result,  extra  income  is  more 
frequently  used  to  reduce  debts  and  to  acquire  financial  rather  than  farm 
assets.  Savings  accounts  and  United  States  government  savings  bonds  are 
ideally  suited  for  this  purpose  because  they  are  highly  liquid,  provide  a 
moderate  and  very  safe  return,  and  can  be  purchased  in  virtually  any 
amounts. 

The  middle-aged  farmer  stands  between  the  older  and  younger  farmers 
both  in  terms  of  resources  and  objectives.  He  is  probably  at  or  near  the 
point  of  optimum  farm  operations  with  respect  to  his  own  capacity.  His 
need  for  further  investment  in  the  farm  will  decline  while  surplus  funds 
may  accumulate  from  the  farm  operation.  Hence,  he  is  likely  to  show 
more  interest  in  reducing  his  debts  and  in  acquiring  financial  assets. 

Family  Size 

The  size  of  the  family  is  closely  related  to  the  age  of  the  head  of  the 
family,  generally  increasing  until  middle  age  and  then  decreasing.    The 

8  Life  insurance  is  much  more  widely  held  now  than  it  was  several  years  ago. 
The  percentage  of  the  United  States  population  holding  life  insurance  increased 
from  54  in  1929  to  about  67  in  1961.  (Life  Insurance  Fact  Book,  1962  [New  York: 
Institute  of  Life  Insurance,  1961],  p.  11.)  This,  coupled  with  the  fact  that  premium 
rates  for  insurance  rise  sharply  with  advanced  age,  may  partially  account  for  the 
finding  that  fewer  older  persons  had  life  insurance. 
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Table  4.  Balance  Sheet  of  Illinois  Farm  Panel  Members, 
by  Size  of  Family 


Percentage  of  farmers 

Percentage  of  tota 

assets" 

holding  particular  assets 

or  debts 

Holdings 

1-2  per- 

3-5 per- 

6-9 per- 

1-2 per- 
sons in 

3-5  per- 
sons in 

6-9  per- 
sons in 

sons  in 
family 

sons  in 
family 

sons  in 
family 

family 
(n  =  109) 

family 
(n  =  137) 

family 
(n=42) 

Assets  in  farm  operated 

Farm  land  and 

buildings ....... 

57.9 

47.4 

43.1 

78.9 

53.3 

44.2 

Livestock 

4.2 

7.0 

11.9 

82.6 

92.7 

90.7 

Machinery 

10.7 

19.3 

25.0 

99.1 

100.0 

100.0 

Stored  crops 

1.0 

0.8 

1.2 

47.7 

40.1 

53.5 

Supplies 

0.2 

0.4 

0.5 

88.1 

96.4 

95.3 

Growing  crops 

2.0 

4.7 

5.5 

97.2 

100.0 

100.0 

Subtotal 

76.0 

79.6 

87.2 

Other  physical  assets 

Nonoperated  farms  . 

5.6 

4.6 

2.8 

12.8 

6.6 

4.7 

Other  real  estate 

2.8 

4.5 

0.8 

17.4 

12.4 

9.3 

Subtotal 

8.4 

9.1 

3.6 

Financial  assets 

Checking  accounts.  . 

2.6 

2.5 

2.1 

99.1 

100.0 

93.0 

Savings  accounts .  .  . 

3.5 

1.9 

0.3 

49.5 

48.9 

37.2 

Cash  value  of  life 

3.1 

3.7 

4.9 

86.2 

92.0 

97.7 

Government  bonds. . 

3.9 

0.9 

0.2 

43.1 

35.0 

27.9 

Other  bonds 

1.8 

0.7 

2.3 

Stocks 

1.5 

0.5 

2.0 
0.3 

1.1 
0'3 

63.3 
3.7 

62.0 
0.7 
0.7 

53.5 

Trusts 

Nonfarm  businesses . 

2.3 

Loans  to  others 

0.5 

0.1 

0.4 

15.6 

5.8 

14.0 

Subtotal 

15.6 

11.4 

9.3 

Total  assets.  .  .  . 

100.0 

100.1 

100.1 

Debts 

10.9 
89.1 

18.9 

81.1 

29.3 
70.7 

79.8 

95.6 

100.0 

Net  worth 

Total  assets.  .  .  . 

100.0 

100.0 

100.0 

Base  (mean  total 

assets) 

$82,660 

$60,979 

$42,017 

Details  do  not  add  to  100  percent  due  to  rounding. 


larger  the  family  size  at  any  age  level,  the  greater  is  the  need  for  funds 
to  meet  emergencies  and  to  provide  security  for  the  family  in  event  of  the 
major  wage  earner's  demise.  Table  4  shows  balance  sheets  for  three 
groupings  of  families  by  size.   Keeping  in  mind  the  predominately  inverse 
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relationship  between  age  and  family  size,9  one  notices  close  parallels  be- 
tween the  data  in  this  table  and  the  data  on  assets  and  debts  shown  on 
pages  4  and  5.  The  average  age  of  farm  operators  in  1-  and  2-person 
families  was  58,  whereas  the  average  ages  of  operators  in  3-  to  5-person 
families  and  6-  to  9-person  families  were  44  and  37,  respectively. 

The  proportions  of  total  assets  held  in  farm  land  and  buildings  and 
in  financial  assets  increased  with  age  and  decreased  with  family  size,  but 
the  proportions  held  in  livestock,  machinery,  and  growing  crops  decreased 
with  age  and  increased  with  family  size.  With  the  exception  of  life  in- 
surance, ownership  of  financial  assets  decreased  with  family  size,  both  in 
dollar  amount  and  in  frequency  of  holding,  as  one  would  expect  in  view 
of  the  younger  average  age  of  the  larger  families. 

Tenure 

Tenure  of  the  operator  is  also  closely  related  to  age;  among  the  panel 
members  the  mean  age  of  full  owners  was  found  to  be  60  years,  part 
owners  49  years,  and  tenants  42  years.  Of  the  three  types  of  tenure  groups, 
full  owners  were  typically  found  to  be  operating  the  smallest  farms. 

Tenants,  by  definition,  have  no  funds  invested  in  the  farm  land  and 
buildings  which  they  operate.  Table  5  shows  that  these  farmers  had 
smaller  total  resources  than  other  farmers.  Their  investment  in  crops, 
livestock,  and  machinery  was  larger  in  proportion  than  that  of  either  full 
owners  or  part  owners.  The  dollar  value  of  their  financial  assets  was 
only  slightly  less  than  that  of  other  farmers.  They  also  had  operating 
needs  and  family  responsibilities.  As  a  result,  they  would  seem  not  to  have 
enough  resources  to  purchase  land  without  reducing  the  size  of  their  oper- 
ation, which  would  probably  be  very  unwise. 

Part  owners  own  some  land  and  rent  additional  land.  The  need  to 
diversify  or  enlarge  operations  may  cause  the  farmer  to  feel  that  owner- 
ship of  only  a  certain  amount  of  land  is  desirable,  considering  his  limited 
resources.  If  additional  land  is  needed  to  make  the  farm  more  productive, 
the  farmer  may  rent  land.  Table  5  indicates  that  part  owners  in  the  sample 
had  no  more  invested  in  nonfarm  assets  than  did  full  owners,  so  that 
renting  part  of  the  operated  farm  may  often  have  been  required  because 
of  lack  of  funds. 

The  tenure  of  a  farmer  reflects  his  financial  resources.  Thus  16  per- 
cent of  the  full  owners  in  the  sample  owned  some  farm  land  besides  that 
operated,  whereas  less  than  6  percent  of  the  tenants  had  such  holdings. 
Furthermore,  55  percent  of  the  farmers  owning  some  of  the  land  they 
operated  had  savings  accounts  compared  with  35  percent  of  the  tenants. 

9  The  coefficient  of  correlation  is  —  .61. 
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Table  5.  Balance  Sheet  of  Illinois  Farm  Panel  Members, 

by  Tenure 


Holdings 

Percenta 

ge  of  total  assets3 

Percentage  of  farmers 

holding  particular  assets 

or  debts 

Full 
owners 

Part 

owners 

Tenants 

Full 
owners 
(n=51) 

Part 

owners 
(n  =  127) 

Tenants 
(n  =  lll) 

Assets  in  farm  operated 
Farm  land  and 

69.6 
4.0 
5.9 
0.5 
0.1 
1.0 

58.2 
5.2 

13.6 
0.9 

0.3 
3.2 

U.6 

35.9 

1.5 

0.6 

7.6 

100.0 
84.3 
98.0 
49.0 
86.3 
96.1 

15.7 
19.6 

98.0 
54.9 

86.3 

41.2 

2.0 

68.6 

19.6 
84.3 

100.0 
89.0 

100.0 
48.8 
93.7 
99.2 

8.7 
15.0 

99.2 
55.1 

92.1 

35.4 

0.8 

57.5 

3^9 
11.0 

89.8 

Livestock 

Machinery 

90.1 
100  0 

Stored  crops 

38.7 

Supplies 

95.5 

Growing  crops 

100.0 

81.2 

3.8 
4.3 

81.5 

4.2 
2.5 

57.2 

7.9 
3.8 

Other  physical  assets 
Nonoperated  farms.  .  . 
Other  real  estate 

5.4 
9.9 

Subtotal 

8.2 

1.5 
3.1 

2.0 
2.0 

i's 

0^6 

6.7 

2.6 
2.2 

3.1 
1.6 

1^7 

0.5 
0.2 

11.7 

3.4 
1.8 

6.5 
4.4 
0.1 
4.5 
1.5 
8.7 
0.2 

Financial  assets 

Checking  accounts .... 

Savings  accounts 

Cash  value  of  life 

insurance 

Government   bonds 
Other  bonds 

98.2 
35.1 

91.0 

36.9 

1.8 

Stocks 

Trusts 

Nonfarm  businesses 
Loans  to  others 

62.2 
0.9 
0.9 
6.3 

Subtotal 

10.7 

11.8 

31.1 

Total  assets 

99.9 

100.0 

100.0 

Debts 

8.2 
91.8 

16.6 
83.4 

23.2 
76.8 

93.7 

Net  worth 

Total  assets 

100.0 

100.0 

100.0 

Base  (mean  total 

assets) 

$106,120 

$90,220 

$28,720 

a  Details  do  not  add  to  100  percent  due  to  rounding. 


Also,  owners  were  more  likely  than  tenants  to  have  loaned  money  to 
others  and  to  be  free  of  debt. 

Education 

Asset  and  debt  holdings  among  farmers  differ  less  with  level  of  formal 
education  than  with  age  or  tenure.    The  study  found  that  college-edu- 
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Table  6.   Balance  Sheet  of  Illinois  Farm  Panel  Members, 
by  Formal  Education 
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Percentage  of  farmers 

Percentage  of  tota 

assets" 

holding  particular  assets 

Holdings 

or  debts 

Grade 

school 

High 
school 

College 

Grade 
school 
(n=96) 

High 

school 

(n  =  166) 

College 
(n=27) 

Assets  in  farm  operated 

Farm  land  and 

buildings 

56.8 

53.0 

43.5 

68.8 

57.2 

63.0 

Livestock 

4.9 

7.2 

4.3 

93.7 

87.3 

77.8 

Machinery 

12.5 

17.2 

15.9 

100.0 

99.4 

100.0 

Stored  crops 

0.8 

1.1 

0.6 

43.8 

47.6 

33.3 

Supplies 

0.3 

0.3 

0.3 

92.7 

92.2 

100.0 

Growing  crops 

2.9 

3.8 

3.3 

99.0 

98.8 

100.0 

Subtotal 

78.1 

82.6 

67.9 

Other  physical  assets 

Nonoperated  farms  . 

5.9 

3.4 

7.4 

10.4 

6.6 

14.8 

Other  real  estate. . . . 

3.7 

2.5 

5.3 

15.6 

11.4 

22.2 

Subtotal 

9.6 

5.9 

12.6 

Financial  assets 

Checking  accounts .  . 

2.3 

2.4 

2.9 

99.0 

98.2 

100.0 

Savings  accounts .  .  . 

2.4 

2.3 

2.8 

44.8 

46.4 

63.0 

Cash  value  of  life 

insurance 

2.7 

3.6 

4.7 

86.5 

92.8 

92.6 

Government  bonds. . 

3.3 

1.2 

3.2 

33.3 

34.3 

66.7 

Other  bonds 

1.0 

1.8 

Stocks 

0.9 

1.3 

5.1 

59.4 

59.6 

77.8 

Trusts 

0.3 

0.6 

Nonfarm  businesses . 

0.5 

0.6 

3.1 

1.2 

3.7 

Loans  to  others 

0.3 

6.4 

0.1 

9.4 
88.5 

10.8 
92.2 

14.8 

Subtotal 

12.4 

11.6 

19.5 

Total  assets.  .  .  . 

100.2 

100.0 

100.0 

Debts 

12.3 
87.7 

17.9 
82.1 

12.1 
87.9 

85.2 

Total  assets.  .  .  . 

100.0 

100.0 

100.0 

Base  (mean  total 

$71,710 

$61,500 

$95,270 

Data  do  not  add  to  100  percent  due  to  rounding. 


cated  farmers  held  more  total  assets  on  the  average  than  either  those  with 
high-school  or  grade-school  educations  (Table  6).  College-educated 
farmers  also  more  often  held  savings  accounts,  nonfarm  physical  assets, 
government  bonds,  stocks,  and  loans  to  other  people  than  did  farmers 
with  less  education,  but  the  differences  in  dollar  amounts  were   small 
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with  the  exception  of  other  physical  assets.  In  their  farm  operations, 
fewer  college-educated  farmers  owned  livestock  or  had  money  invested  in 
stored  crops. 

The  less  distinct  effect  of  education  is  not  surprising  when  one  con- 
siders the  conflicting  forces  which  may  be  expected  to  influence  the  asset 
holdings  of  these  different  groups.  On  the  one  hand,  the  more  educated 
farmers  are  also  more  likely  to  be  younger  farmers,  in  accordance  with 
long-term  educational  trends  in  this  country.  Thus,  among  the  sample 
members,  the  average  age  of  those  with  only  grade-school  educations  was 
55  years,  compared  with  the  average  ages  of  45  and  47  for  farmers  with 
high-school  and  college  educations,  respectively. 

Younger  farmers,  as  a  group,  may  be  expected  to  devote  more  of  their 
resources  to  farm  investments.  At  the  same  time,  a  priori  one  would  ex- 
pect education  to  be  related  positively  to  holdings  of  financial  assets, 
since  the  more  educated  farmers  are  usually  more  familiar  with  the  ad- 
vantages to  be  gained  from  investing  in  such  assets.  On  the  other  hand, 
younger  farmers  may  have  inherited  farm  holdings  from  parents  and 
hence  may  have  larger  resources  solely  for  this  reason. 

The  effects  of  these  different  influences  cannot  be  distinguished  in 
this  study.  It  is  sufficient  to  note,  however,  that  many  of  these  influences 
tend  to  oppose  each  other,  so  that  the  net  effect  of  educational  differences 
is  small. 

Acres  Operated 

Other  things  being  equal,  the  larger  the  farm  is,  the  greater  its  value. 
Table  7  indicates  that  operators  of  large  farms  in  the  sample  possessed 
greater  total  financial  resources  in  addition  to  the  higher  value  of  their 
assets  in  the  farm.  The  relative  proportions  of  different  farm  assets 
owned  were  much  the  same  for  operations  in  all  three  categories  of  farm 
size.  Since  total  assets  rose  sharply  with  size  of  farm,  this  indicates  that 
operators  of  the  largest  farms  had  more  money  invested  in  all  types  of 
farm  assets. 

Farmers  operating  large  farms  had  about  the  same  proportion  of  their 
total  assets  in  financial  assets  as  farmers  with  small  farms.  However, 
more  members  of  the  former  group  owned  financial  assets,  particularly 
savings  accounts,  government  bonds,  stocks,  and  nonfarm  businesses.  At 
the  same  time,  the  large  farmers  showed  a  greater  tendency  to  have  farm 
debts  and  to  be  much  more  in  debt.  This  may  reflect  the  need  of  these 
farmers  for  proportionately  larger  amounts  of  debt  in  order  to  operate 
on  such  a  scale. 

Type  of  Farming  Activity 

Examination  of  balance  sheets  classified  by  farming  activity  revealed 
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Table  7.  Balance  Sheet  of  Illinois  Farm  Panel  Members, 
by  Number  of  Acres  Operated 


Percentage  of  total  assets* 

Percentage  of  farmers 

holding  particular  assets 

or  debts 

Holdings 

Less 
than 
200 
acres 

200-399 
acres 

400  acres 
and  over 

Less 
than  200 

acres 
(n=82) 

200-399 

acres 
(n  =  133) 

400 

acres 

and  over 

(n  =  74) 

Assets  in  farm  operated 
Farm  land  and 

59.3 
6.5 
9.6 
0.9 

0.2 
1.6 

52.4 
6.5 

17.9 
1.0 

0.4 
3.7 

50.5 
5.3 

16.0 
0.8 
0.2 
4.0 

74.4 
81.7 
98.8 
42.7 
86.6 
96.3 

9.8 
17.1 

97.6 
39.0 

90.2 
31.7 
2.4 
57.3 
1.2 
1.2 
9.8 

85.4 

50.4 
89.5 

100.0 
47.4 
94.7 

100.0 

4.5 
10.5 

99.2 
50.4 

89.5 

39.8 

0.8 

60.2 

11^3 
91.7 

67.6 

97.6 

Machinery 

Stored  crops 

100.0 
43.2 
97.3 

Growing  crops 

100.0 

78.2 

6.4 
2.6 

81.9 

1.4 
3.6 

76.9 

7.1 
3.3 

Other  physical   assets 
Nonoperated  farms.  .  . 
Other  real  estate 

14.9 
16.2 

Subtotal 

Financial  assets 

Checking  accounts.  .  .  . 

Savings  accounts 

Cash  value  of  life 

9.0 

2.3 
2.1 

3.2 
2.0 

Y.7 
0.7 
0.4 
0.4 

5.0 

2.4 
3.5 

3.4 
2.4 

0'9 
0.4 

10.4 

2.6 
1.6 

3.6 
2.1 

2^3 

0'5 
0.2 

98.6 
51.4 

93.2 

Government   bonds.  .  . 

37.8 
1.4 

67.6 

Nonfarm  businesses.  .  . 
Loans  to  others 

6.8 
10.8 

12.7 

13.1 

12.7 

Total  assets 

99.9 

100.0 

100.0 

Debts 

12.6 
87.4 

14.8 
85.2 

18.1 
81.9 

93.2 

Total  assets 

100.0 

100.0 

100.0 

Base  (mean  total 

$49,860 

$56,520 

$108,950 

a  Details  do  not  add  to  100  percent  due  to  rounding. 


few  differences  in  asset  and  debt  holdings  among  the  panel  numbers.  A 
statistical  test  (the  analysis  of  variance)  suggests  that  total  assets  owned 
and  assets  in  the  operated  farm  did  not  differ  significantly  by  type  of 
farming  activity,  although  dairy  farms  did  tend  to  operate  with  smaller 
investments  than  livestock  and  cash  grain  farms. 
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Table  8.   Balance  Sheet  of  Illinois  Farm  Panel  Members, 
by  Value  of  Total  Assets 


Holdings 


Assets  in  farm  operated 

Farm  land  and  buildings 

Livestock 

Machinery 

Stored  crops 

Supplies 

Growing  crops 

Subtotal 

Other  physical  assets 

Nonoperated  farms 

Other  real  estate 

Subtotal 

Financial  assets 

Checking  accounts 

Savings  accounts 

Cash  value  of  life  insurance .... 

Bonds 

Stocks 

Trusts 

Nonfarm  businesses 

Loans  to  others 

Subtotal 

Total  assets 

Debts 

Net  worth 

Total  assets 

Base  (mean  total  assets) 

a  Details  do  not  add  to  100  percent 


Percentage  of  total 
assets" 


Under 
$50,000 


23.4 

12.7 

35.2 

1.5 

0.8 

7.6 


81.2 

2.3 
2.4 


4.6 

3.3 
1.9 
6.2 
1.0 

1.4 

6.2 


14.2 


100.0 


24.8 
75.2 


100.0 


$25,200 


Over 

$50,000 


60.5 
4.4 

10.5 
0.8 
0.2 
2.3 


78.6 

5.4 
3.5 


8.9 

2.2 
2.6 
2.7 
2.5 
1.7 
0.2 
0.3 
0.3 


12.5 


100.1 


13.4 
86.6 


100.0 


$118,300 


Percentage  of  farmers 

holding  particular 

assets  or  debts 


Under 
$50,000 
(n  =  156) 


33.3 
89.1 
99.4 
40.4 
91.7 
98.7 


3.8 
9.6 


97.4 
41.0 
91.7 
31.4 

57.7 

0.6 
5.8 


94.2 


Over 

$50,000 
(n  =  133) 


94.7 
88.0 
100.0 
50.4 
94.7 
99.2 


14.3 
18.8 


100.0 
54.9 
89.5 
45.1 
65.4 
0.8 
3.8 
16.5 


85.7 


due  to  rounding. 


Value  of  Total  Assets 

The  larger  the  value  of  a  person's  assets,  the  larger  are  his  investment 
opportunities.  A  farmer  with  limited  financial  resources  may  generally 
find  it  to  his  advantage  to  concentrate  most  of  his  resources  in  the  farm 
enterprise  to  make  it  as  efficient  as  possible.  A  farmer  endowed  with 
greater  resources  has  the  opportunity  to  build  up  his  farm  into  a  highly 
efficient  productive  unit  and  also  invest  in  other  assets. 

Table  8  shows  that  sample  farmers  with  greater  total  assets  held  a 
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greater  variety  of  assets  than  farmers  with  smaller  total  assets.  Whereas 
only  one-third  of  farmers  with  less  than  $50,000  in  total  assets  owned 
any  of  the  farm  land  they  operated,  almost  all  (95  percent)  farmers  with 
more  than  $50,000  in  total  assets  owned  some  of  their  land.  Farmers 
with  more  assets  were  more  likely  than  farmers  with  few  assets  to  own 
nonoperated  farm  land  (14  percent  versus  4  percent)  and  other  real 
estate  (19  percent  versus  10  percent) . 

Life  insurance  was  relatively  more  important  among  farmers  with 
under  $50,000  in  assets,  amounting  to  6  percent  of  total  assets;  life  in- 
surance holdings  of  farmers  with  over  $50,000  in  assets  were  only  3 
percent  of  total  assets.  The  relatively  poorer  and  generally  younger 
farmers  are  more  likely  to  rely  on  insurance  to  meet  the  need  for  security. 
Farmers  in  the  lower-asset  group  in  the  study  had  a  mean  age  of  44,  ten 
years  less  than  the  mean  age  of  54  in  the  higher-asset  group. 

A  Multivariate  Analysis 

The  foregoing  comparisons  do  not  bring  out  the  net  effect  of  different 
factors  on  farmers'  holdings  of  assets  and  debts,  nor  do  they  indicate  the 
extent  to  which  these  various  factors,  taken  together,  serve  to  explain 
variations  in  farmers'  holdings.  To  answer  these  questions,  the  multiple 
regression  method  was  used  to  measure  the  simultaneous  effects  of  dif- 
ferent variables  on  farm  holdings.  This  method  enables  the  net  influence 
of,  say,  education  on  asset  holdings  to  be  determined  while  the  influence 
of  other  variables,  such  as  age  and  size  of  farm,  are  held  constant.10 

The  variable  to  be  explained  was  taken  to  be  the  farm  assets  ratio, 
defined  as  the  ratio  of  farm  assets  to  total  (gross)  assets.  Farm  assets 
included  owned  and  operated  farm  land  and  buildings,  livestock,  machin- 
ery, stored  crops,  supplies,  growing  crops,  and  checking  accounts.11  The 
explanatory,  or  independent,  variables  included  all  those  covered  in  the 
preceding  section  together  with  financial  assets,  farm  assets,  net  worth, 
debts,  and  income. 

10  The  results  summarized  here  are  presented  in  detail  in  Jerry  Curnutt,  The 
Composition  of  Farmers'  Portfolios.  Unpublished  doctoral  dissertation,  University 
of  Illinois,  1962. 

11  One  may  question  whether  checking  accounts,  used  both  for  the  farm  busi- 
ness and  for  personal  affairs,  should  be  included  as  part  of  farm  assets.  However, 
"from-to"  tables  based  on  the  panel  data  (to  be  discussed  later  in  the  study)  indi- 
cate that  the  sources  and  uses  of  checking  accounts  were  much  more  similar  to  the 
sources  and  uses  of  farm  assets  than  to  those  of  nonfarm  assets.  Of  the  total  re- 
ported uses  made  of  checking  accounts  by  148  panel  members  from  June,  1960,  to 
February,  1962,  61  percent  were  for  the  acquisition  of  farm  assets  and  23  percent 
were  for  the  payment  of  debts,  most  of  which  had  been  acquired  to  finance  farm 
operations.  Of  the  reported  additions  to  checking  accounts,  96  percent  came  either 
from  farm  income  or  from  the  sale  of  farm  assets. 
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The  resulting  equations  were  found  to  explain  up  to  60  percent  of 
the  variation  in  the  farm  assets  ratio  from  one  farmer  to  another.  A 
number  of  different  factors  were  found  to  influence  the  ratio  of  farm 
assets  to  total  assets.  Principal  among  these  were  the  dollar  amount  of 
assets,  the  ratio  of  the  value  of  the  farm  assets  owned  by  the  operator  to 
the  value  of  all  farm  assets  he  used  in  his  operations,  the  owner-tenant 
status  of  the  farm,  the  number  of  acres  operated,  the  age  of  the  farmer, 
his  income,  his  indebtedness,  and  his  education.  In  particular,  total  assets 
were  clearly  and  negatively  related  to  variations  in  the  farm  assets  ratio. 
As  total  assets  increased,  this  ratio  decreased,  which  would  indicate  that 
farmers  with  large  amounts  of  assets  tend  to  place  more  of  these  funds 
into  investments  off  the  farm.  Both  the  desire  for  diversification  and  the 
declining  marginal  efficiency  of  capital  on  the  farm  may  have  had  a  role 
in  influencing  the  farmer's  behavior  in  this  respect. 

Two  other  measures  of  financial  resources  were  found  to  influence 
the  farm  assets  ratio.  One  of  these  measures  was  financial  assets;  as  they 
increased,  the  proportion  of  assets  invested  in  the  farm  declined.  The 
second  variable,  debts,  showed  a  positive  relationship  to  the  farm  assets 
ratio  —  farmers  with  a  high  proportion  of  farm  assets  had  larger  amounts 
of  debt  than  other  farmers.  It  is  also  interesting  to  note  that  total  income 
bore  a  slight  negative  relationship  to  the  farm  assets  ratio. 

The  relationship  of  the  farm  assets  ratio  to  the  demographic  variables 
was  in  accord  with  the  patterns  noted  in  the  preceding  section.  Both  age 
and  education  correlated  negatively  with  this  ratio.  However,  the  in- 
fluence of  age  was  much  more  important,  whereas  the  effect  of  education, 
when  age  was  held  constant,  was  barely  perceptible. 

As  would  be  expected,  the  ratio  of  farm  assets  to  total  assets  tended 
to  increase  with  the  number  of  acres  operated  and  was  higher  for  farm 
owners  than  for  tenants.  Since  tenants,  by  definition,  did  not  own  any 
farm  land  and  may  well  have  been  accumulating  funds  to  purchase  land 
at  a  later  time,  their  farm  holdings  were  relatively  smaller  than  those  of 
farm  owners. 


III.  SOURCES  AND  USES  OF  FINANCIAL  RESOURCES 

The  preceding  section  provided  a  description  of  the  extent  to  which 
farmers  in  the  panel  held  different  assets  and  debts.  Now  we  turn  to  an 
examination  of  the  sources  and  uses  of  these  assets  and  debts  as  well  as 
of  current  income.  The  analysis  in  this  section  is  based  on  data  for  148 
farmers  who  reported  on  all  five  waves.  This  represents  fewer  panel 
members  than  the  number  in  the  preceding  section,  because  approximately 
one-half  of  the  total  panel  was  not  asked  to  provide  source  and  use  data 
on  the  first  two  waves  of  interviews.  Also,  some  panel  members  dropped 
out  of  the  panel  between  the  third  and  final  (fifth)  waves. 

Shorter  periods  within  the  July,  1960-February,  1962,  period  could 
have  been  selected  for  analysis.  Some  of  these  would  have  given  larger 
sample  sizes.  The  entire  period  of  the  panel  operation  seemed  preferable, 
however,  because  it  was  felt  that  the  most  comprehensive  picture  of 
change  would  be  obtained  by  including  as  many  seasons  as  possible.  To 
be  sure,  this  means  that  the  dollar  figures  shown  in  the  following  tables 
were  influenced  by  seasonal  factors.  However,  as  we  shall  see,  the  types 
of  relationships  studied  do  not  seem  to  have  been  affected  noticeably  by 
these  factors. 

The  data  presented  here  focus  on  sources  and  uses  of  funds  of  the  148 
panel  members  during  the  period  studied.  The  primary  source  of  data 
was  the  information  supplied  by  each  of  these  farmers  to  the  so-called 
"change  questions"  on  the  questionnaire.  (See  Appendix.)  In  other 
words,  in  each  interview  each  of  these  respondents  was  asked  to  report 
the  amount  of  change  since  the  time  of  the  last  interview  for  each  one 
of  his  assets  and  debts.12  If  the  change  was  an  increase,  the  farmer  was 
questioned  about  the  sources  of  the  funds.  If  the  change  was  a  decrease, 
the  farmer  was  asked  about  the  uses  to  which  the  proceeds  had  been  put. 

These  change  questions  provided  information  on  both  gross  and  net 
changes,  with  two  major  exceptions.  These  were  checking  accounts  and 
loans,  for  which  it  proved  feasible  to  ask  the  farmer  only  for  the  change 
in  the  balance  of  each  account  since  the  date  of  the  last  interview.  Hence, 
the  data  on  deposits  and  loans  were  used  primarily  to  check  the  accuracy 
and  completeness  of  other  transactions;  they  were  treated  as  additional 
transactions  only  when  no  apparent  counterpart  was  apparent  elsewhere 

12  On  the  first  interview,  the  farmer  was  asked  for  changes  since  July  1,  1960. 
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on  the  questionnaire.  If  farmers  had  been  able  to  report  each  individual 
checking  account  and  loan  transaction,  the  flow  of  funds  through  these 
holdings  would  undoubtedly  have  been  considerably  larger.  To  a  lesser 
extent  the  same  is  true  of  other  assets  which  may  have  involved  both 
acquisitions  and  dispositions  between  two  interview  dates,  although  such 
other  transactions  were  undoubtedly  much  less  important. 

In  practice,  the  procedure  followed  in  compiling  these  data  was  to 
work  with  all  the  source  and  use  information  for  each  panel  member  at 
one  time.  By  examining  the  data  from  the  five  questionnaires  of  each 
panel  member,  inconsistencies  and  duplications  of  reports  could  be  cor- 
rected. This  was  particularly  important  because  many  transactions  could 
have  been  reported  twice.  Thus,  if  a  farmer  withdrew  $1,000  from  a 
savings  account  to  purchase  livestock,  the  transaction  should  have  been 
reported  under  both  "livestock"  and  "savings  account."  Questionnaires 
were  checked  for  internal  consistency  and  appropriate  corrections  were 
made  where  necessary. 

Transactions  were  recorded  only  when  they  were  reported  as  such  by 
the  farmer.  Figures  on  nonfarm  income  used  in  this  analysis  represent 
only  that  part  of  such  income  which  respondents  reported  as  having  used 
to  purchase  assets  or  reduce  debts;  nonfarm  income  which  was  reported 
as  used  to  meet  expenses  was  recorded  only  when  expenses  appeared  in 
the  balance  sheet  as  supply  items  of  various  kinds  —  seed,  fertilizer,  and 
so  forth. 

To  be  sure,  it  was  possible  for  two  farmers  to  have  given  different 
answers  under  the  same  set  of  circumstances.  For  example,  one  farmer 
might  have  reported  that  the  proceeds  from  the  sale  of  a  crop  went  into 
his  checking  account,  whereas  another  farmer  might  have  reported  the 
ultimate  use  of  the  deposit  rather  than  the  deposit  itself.  No  attempt  was 
made  to  standardize  such  reports,  since  there  was  no  basis  for  doing  so. 

The  value  of  these  data  lies  in  their  providing  —  perhaps  for  the  first 
time  —  information  on  the  specific  sources  of  funds  used  for  various  farm 
purposes  and  the  specific  first-uses  of  funds  derived  from  various  sources. 
Although  they  do  not  cover  all  transactions,  particularly  not  all'  income- 
expense  transactions,  they  do  serve  to  throw  light  on  the  manner  in  which 
farmers  finance  the  acquisitions  of  major  assets  such  as  livestock,  ma- 
chinery, and  real  estate. 

A  general  summary  of  the  resources  available  to  the  panel  farmers 
during  the  period  studied  is  provided  in  Table  9.  This  table  shows  the 
assets  and  debts  of  these  farmers  both  at  the  beginning  of  the  period 
(July,  1960)  and  at  the  end  of  the  period  (February,  1962) . 

This  table  indicates  that  the  net  assets  of  the  average  farmer  in  this 


Sources  and  Uses  of  Financial  Resources 


23 


Table  9.  Average  Resources  of  148  Illinois  Farm  Panel  Members, 
July,  1960,  to  February,  1962 


Category 

Assets  and  debts 

Net 

July,  1960 

February,  1962 

change 

Farm  assets 

Land  and  buildings 

Livestock 

Machinery 

Crops  (stored  or  growing) 

Other 

$31,600 

4,036 

9,581 

2,936 

198 

$30,895 

4,160 

10,097 

6,471 

253 

$-705 

124 

516 

3,535 

55 

Subtotal 

Financial  assets 

Checking  accounts 

Savings  accounts 

Other 

$48,351 

$  1,512 
1,099 
5,599 

$51,876 

$  2,116 
1,091 
6,900 

$3,525 

$     604 

-8 

1,301 

Subtotal 

$  8,210 

$10,107 

$1,897 

Total  assets 

$56,561 
10,306 

$61,983 
10,902 

$5,422 

Debts 

-596 

Net  worth 

$46,255 

$51,081 

$4,826 

group  rose  roughly  $5,000  during  the  period  studied.  This  was  brought 
about  primarily  by  a  sharp  increase  in  the  value  of  stored  crops,  supple- 
mented by  smaller  increases  in  the  value  of  machinery  and  of  other  finan- 
cial assets.  Because  the  period  covered  did  not  begin  and  end  at  the  same 
time  of  the  year,  a  large  part  of  the  apparent  improvement  in  the  finan- 
cial position  of  these  farmers  may  well  be  spurious,  reflecting  the 
larger  amount  of  stored  crops  on  hand  in  February  as  contrasted  to  the 
much  smaller  amount  on  hand  in  July. 

Table  9  also  indicates  that  at  both  the  beginning  and  the  end  of  this 
period  most  of  the  farmers'  investments  were  in  the  form  of  land  and 
buildings  and  of  machinery.  Moreover,  the  value  of  financial  assets  was 
relatively  small  compared  with  that  of  farm  assets  and  was,  in  fact, 
smaller  than  the  amount  of  debt  for  the  average  farmer. 

Although  the  panel  farmers  on  the  whole  increased  their  capital  dur- 
ing the  period  studied,  this  was  not  true  of  each  individual  farmer.  Alto- 
gether, 48  of  the  148  farmers  experienced  decreases  in  the  net  value  of 
their  assets,  although  two-thirds  of  these  decreases  amounted  to  less  than 
$5,000.  Of  the  farmers  who  experienced  increases  in  assets,  61  reported 
increases  of  less  than  $5,000,  25  had  increases  between  $5,000  and  $10,000, 
and  the  remaining  14  increased  their  assets  by  $10,000  or  more. 


24      Financial  Stock-Flow  Relationships  Among  Central  Illinois  Farmers 


Table  10.  Sources  and  Uses  of  Funds,  June,  1960, 
to  February,  1962a 


Category 


Sources  of  funds 

Uses  of  funds 

$  6,968 

4,148 

334 

709 

$  1,508 
2,480 
1,096 

3,404 

730 

4,886 

3,320 
1,763 
7,092 

2,198 
1,869 

358 

7,629 

$25,246 

$25,246 

Farm  assets 

Crops 

Livestock 

Machinery 

Land  and  buildings.  . 

Financial  assets 

Checking  accounts. .  . 
Other  financial  assets , 
Debts 


Nonfarm  income 

Sources  or  uses  not  specified. 

Farm  and  nonfarm  expenses  . 


Total . 


page  25 


For  explanation  of  apparent  inconsistencies  between  this  table  and  Table  9,  see  footnote  on 
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The  extent  to  which  farmers  made  use  of  the  resources  listed  in  Table 
9  is  summarized  in  Table  10.  This  table  indicates  that  during  the  19 
months  covered  in  this  study  the  average  panel  farmer  used  approximately 
$25,000  for  expenses,  for  investment,  and  for  the  payment  of  debts.13  The 
first  column  of  figures,  "Sources  of  funds,"  shows  that  the  largest  portion 
of  these  funds,  over  25  percent,  came  from  the  sale  of  crops.  In  addition, 
sizable  portions,  ranging  from  16  to  20  percent  of  the  total,  came  from 
the  sale  of  livestock  and  from  funds  obtained  through  new  borrowing. 
A  large  additional  amount  came  out  of  checking  account  balances,  but 
these  funds  undoubtedly  had  come  originally  from  other  sources,  with 
checking  accounts  serving  as  a  waystation. 

The  second  column  of  figures  in  Table  10,  "Uses  of  funds,"  shows 
that  the  largest  share  of  this  money  went  to  pay  debts  or  to  meet  ex- 
penses, about  30  percent  in  each  case.  An  additional  20  percent  of  these 
funds  were  used  to  purchase  livestock,  machinery,  or  other  farm  assets 
and  an  almost  equal  amount  was  deposited  in  checking  accounts  or  used 
to  acquire  financial  assets. 

In  terms  of  cash  flow,  the  data  in  Table  10  show  that  during  the 
period  studied  the  average  farmer  took  much  more  money  out  of  the  farm 

13  As  was  noted  previously,  this  table  excludes  many  farm  operating  expenses 
because  only  those  expenses  are  reported  in  the  table  which  were  paid  out  of  debts 
or  the  sale  of  assets.  For  that  reason,  the  totals  shown  in  this  table  understate  the 
total  amount  of  funds  handled  by  the  farmers  during  this  period. 


Sources  and  Uses  of  Financial  Resources  25 

than  he  put  into  it  (aside  from  expenses)  and  that  he  added  to  the 
value  of  his  financial  assets,  although  at  the  same  time  he  leaned  more 
heavily  on  borrowing  as  a  source  of  funds.  However,  it  should  be  empha- 
sized that  these  data  refer  only  to  cash  transactions  and  therefore  do  not 
imply  that  farmers  dissaved  on  balance  during  the  period  studied.  Indeed, 
the  more  comprehensive  data  on  the  financial  position  of  these  farmers, 
shown  in  Table  9,  indicate  that  on  the  contrary  farmers  managed  during 
this  period  to  add  both  to  their  farm  investments  and  to  their  financial 
holdings.14 

Table  10  does  not  tell  us  which  funds  were  put  to  which  uses.  For 
example,  what  did  the  farmer  do  with  the  $4,148  which  he  obtained 
from  the  sale  of  livestock?  Or,  where  did  the  money  come  from  that  was 
used  to  pay  debts  amounting  to  $7,092?  Or,  to  what  extent  were  the 
$7,629  of  expenses  shown  in  Table  10  met  by  the  use  of  farm  and  non- 
farm  income,  and  to  what  extent  were  these  expenses  offset  by  the  use 
of  assets  or  by  the  incurrence  of  new  debts? 

To  answer  questions  of  this  sort,  we  need  a  so-called  "from-to"  table. 
What  this  kind  of  table  does  is  to  cross-classify  individual  sources  of  funds 
by  individual  uses  of  funds.  A  from-to  table  for  the  data  shown  in 
Table  10  is  presented  in  Table  11.  This  table  is  more  detailed  than  Table 

14  The  asset  and  debt  changes  reflected  by  Table  10  do  not  agree  with  those 
indicated  by  Table  9  for  the  following  reasons : 

1.  The  changes  shown  in  Table  9  reflect  changes  in  the  price  of  the  assets 
and  changes  in  value  resulting  from  the  maturing  of  crops  and  from  the  growth 
in  weight  and  quality  of  livestock. 

2.  The  changes  reflected  in  Table  10  include  only  changes  resulting  from 
purchases  and  sales  of  assets,  receipts  of  income,  and  payment  of  expenses;  and, 
for  reasons  explained  above,  not  all  of  these  cash  transactions  are  included. 

The  noncomparability  of  the  data  in  Tables  9  and  10  can  perhaps  be  brought 
out  most  clearly  by  expressing  in  equation  form  the  relationship  between  the  value 
of  particular  holdings  at  the  start  of  the  period  and  the  value  of  these  holdings  at 
the  end  of  the  period;  e.g.,  the  value  of  the  farmer's  livestock  in  July,  1960,  and 
the  value  of  his  livestock  in  February,  1962.  The  equation  is: 
Value  of  livestock  as  of  February,  1962  =  value  of  livestock  as  of  July,  1960 

—  cash  receipts  from  sale  of  livestock  during  the  period 

+  net  change  in  value  of  these  livestock  from  July,  1960,  to  the  date  of  sale 

+  cash  purchases  of  livestock  during  this  period 

+  change  in  value  of  livestock  purchased  during  the  period  between  the  time 
of  purchase  and  February,  1962 

+  change  in  value  of  livestock  not  sold  during  the  period,  between  July,  1960, 
and  February,  1962. 

The  data  in  Table  10  refer  only  to  the  two  cash-transaction  categories;  they 
do  not  incorporate  any  allowance  for  inventory  change.  Hence,  the  data  in  Table 
10  are  of  a  much  more  restrictive  nature  than  the  data  in  Table  9  and  do  not  pro- 
vide a  comprehensive  picture  of  the  changes  in  the  farmer's  holdings  of  livestock. 
However,  the  data  in  Table  10  do  provide  estimates  of  the  extent  to  which  live- 
stock transactions  entered  into  the  farmer's  sources  and  uses  of  funds. 
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10,  the  detail  being  necessary  if  we  are  to  detect  more  precisely  particular 
sources  and  uses  of  funds  during  the  period  studied. 

The  different  sources  of  funds  are  listed  in  the  rows  of  this  table, 
whereas  alternative  uses  of  funds  are  represented  by  the  columns  of  the 
table.  Thus,  by  reading  across  each  row  of  the  table  we  see  the  different 
uses  to  which  funds  from  a  particular  source  were  put,  on  the  average. 
For  example,  the  first  row,  "crops,"  shows  that  money  received  from  the 
sale  of  crops  was  used  to  pay  $1,891  on  farm  expenses,  to  buy  $82  worth 
of  livestock  and  $374  worth  of  machinery,  and  so  on,  the  total  of  such 
funds  amounting  to  $6,968. 

In  a  similar  fashion,  reading  down  each  column  of  the  table  we  see, 
for  a  particular  use,  the  different  sources  of  funds.  For  example,  the 
column,  "machinery,"  shows  that  purchases  of  machinery  were  met  by 
$374  received  from  the  sale  of  crops,  by  $141  from  the  sale  of  livestock, 
by  $132  from  the  sale  of  other  machinery,  and  so  on,  the  total  purchases 
of  machinery  for  the  average  farmer  amounting  to  nearly  $2,500. 

It  is  clear  from  an  examination  of  the  row  and  column  totals  of  this 
table  that  the  amounts  of  various  sources  and  uses  of  funds  varied  greatly. 
To  illustrate  basic  relationships  more  clearly,  the  data  in  Table  11  have 
been  converted  into  two  sets  of  percentages.  One  set  of  percentages, 
shown  in  Table  12,  brings  out  the  relative  importance  of  various  sources 
of  funds  for  different  uses.  In  other  words,  in  this  table  each  column  total 
is  made  equivalent  to  100  percent,  and  the  rest  of  the  figures  in  the 
column  are  divided  by  that  figure.  In  a  similar  fashion,  the  relative  im- 
portance of  various  uses  of  funds  from  different  sources  is  shown  in  Table 
13.  In  this  table,  the  total  dollar  figure  for  each  row  is  made  equivalent 
to  100  percent,  and  the  rest  of  the  amounts  in  that  row  are  divided  by 
this  total. 

Sources  of  Funds 

According  to  Table  11,  the  cash  receipts  of  the  average  panel  farmer 
during  this  period  amounted  to  $25,246,  the  same  figure  derived  from 
Table  10,  with  about  25  percent  of  this  money  having  come  from  the  sale 
of  crops.  However,  the  extent  to  which  crops  served  as  a  source  for  dif- 
ferent types  of  expenditure  and  saving  varied  substantially,  as  is  most 
apparent  from  Table  12.  Thus,  we  note  from  this  table  that  crop  income 
served  as  a  major  source  of  funds  for  meeting  expenses  and  paying  debts. 
It  served  as  a  much  less  important  source  of  funds  for  purchasing  live- 
stock and  machinery  or  for  acquiring  financial  assets  other  than  checking 
accounts.  On  the  other  hand,  about  40  percent  of  the  funds  deposited 
into  checking  accounts  had  come  directly  from  crop  sales. 

Table  12  also  shows  that  the  funds  put  into  new  farm  assets  and  into 
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new  financial  assets  were  acquired  in  very  different  ways.  To  a  large 
extent,  these  differences  primarily  reflect  changes  in  the  relative  im- 
portance of  checking  accounts  and  of  debts  in  these  various  transactions. 
Thus,  roughly  50  percent  of  the  funds  used  to  purchase  machinery  or 
livestock  were  obtained  by  borrowing,  with  another  substantial  proportion 
coming  from  checking  account  balances.  On  the  other  hand,  the  sale  of 
farm  land  and  buildings  was  the  most  important  single  source  of  funds 
for  acquiring  financial  assets  other  than  checking  accounts;  new  debts 
and  checking  accounts  constituted  relatively  minor  sources  for  these  assets. 
Not  surprisingly,  the  relative  importance  of  different  sources  of  funds  for 
checking  account  deposits  was  very  different  from  their  relative  impor- 
tance for  other  financial  assets.  The  primary  reason  for  this  phenomenon 
is  undoubtedly  the  waystation  function  that  checking  accounts  serve  in 
the  course  of  transferring  funds  to  other  uses. 

Examining  even  finer  categories  than  those  shown  in  Table  12,  it  was 
found  in  the  study  that  differences  in  the  relative  importance  of  various 
sources  of  individual  items  in  the  farm-assets  category  reflected  primarily 
the  degree  of  divisibility  of  the  items  bought.  Farm  land,  requiring  the 
largest  expenditures,  was  financed  primarily  by  debts  (67  percent)  and  by 
savings  accounts  (29  percent).  Livestock  and  machinery,  both  requiring 
large  expenditures  but  not  on  such  a  scale  as  the  purchase  of  land,  were 
financed  about  50  percent  by  debts  and  29  and  17  percent,  respectively, 
by  checking  accounts. 

Farmers'  expenses,  consisting  of  many  small  amounts  disbursed  at 
various  times,  were  financed  to  a  greater  extent  by  earnings  from  the  farm 
and  by  the  sale  of  crops,  and  to  a  smaller  extent  by  debts,  than  was  the 
case  for  large  investment  expenditures. 

The  buying  of  nonfarm  real  estate  was  financed  by  funds  from  several 
sources.  Withdrawals  from  savings  accounts  were  most  important  (18 
percent),  followed  by  increases  in  debts  (16  percent),  sale  of  part  of  the 
operated  farm  (12  percent),  sale  of  other  financial  assets  (12  percent), 
and  nonfarm  income  (10  percent).  Funds  for  loans  to  others  were  ob- 
tained primarily  from  sale  of  the  operated  farm  (96  percent),  although 
withdrawals  from  savings  accounts  and  sale  of  farm  products  accounted 
for  some  loans  made  by  the  panel  farmers.  Additions  to  savings  accounts 
originated  as  follows:  47  percent  from  farm  income,  29  percent  from 
nonfarm  income,  and  18  percent  from  checking  accounts.  No  additions 
to  savings  accounts  came  from  increased  indebtedness.  Debts  were  retired 
largely  from  the  sale  of  crops  (43  percent)  and  of  livestock  (25  percent). 

Uses  of  Funds 

The  manner  in  which  different  types  of  funds  were  used  is  shown  in 
Table  13.  Among  other  things,  this  table  indicates  that  most  crop  receipts 
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were  used  to  pay  debts  and  expenses.  Proceeds  from  the  sale  of  livestock 
and  machinery  were  also  used  to  a  large  extent  to  pay  debts,  to  deposit 
into  checking  accounts,  and,  in  the  case  of  machinery,  to  buy  more  ma- 
chinery. What  happened  to  the  large  amounts  that  were  deposited  into 
checking  accounts  is  suggested  by  examining  the  "checking  accounts"  row 
in  this  table.  Doing  so,  we  see  that  nearly  half  of  the  funds  taken  out  of 
checking  accounts  went  to  pay  expenses;  about  one  quarter  was  used  to 
acquire  more  farm  assets  and  another  quarter  to  pay  debts,  and  the  very 
small  remainder  was  used  to  acquire  additional  financial  assets.  In  other 
words,  virtually  all  of  the  money  deposited  into  checking  accounts  was 
used  to  pay  expenses,  pay  debts,  or  purchase  additional  farm  assets.15 

Table  13  also  tells  us  what  use  the  panel  members  made  of  borrowed 
money,  of  earnings  from  nonfarm  work,  and  of  the  proceeds  from  the 
sale  of  other  financial  assets.  Thus,  we  see  that  most  borrowed  money 
was  used  to  purchase  more  farm  assets,  particularly  machinery,  or  to  meet 
expenses.  Nonfarm  income  was  used  primarily  to  pay  expenses,  with  most 
of  the  remainder  going  into  the  acquisition  of  different  financial  assets; 
very  little  of  this  money  was  used  to  purchase  farm  assets.  On  the  other 
hand,  receipts  for  which  the  sources  were  not  specified  (receipts  derived 
entirely  from  farm  operations)  were  used  mostly  to  pay  debts.  Half  of 
the  proceeds  of  the  sale  of  other  financial  assets  were  used  to  purchase 
farm  assets,  principally  land  and  buildings,  although  a  large  portion  of 
this  money  was  also  transferred  to  other  financial  assets. 

Analysis  on  Fiscal-Year  Basis 

Since  the  foregoing  material  relates  to  a  19-month  period,  a  question 
arises  concerning  the  extent  to  which  the  observed  relationships  may  be 
due  to  the  dominance  of  one  or  two  seasons.  To  test  the  possibility  of 
seasonal  variations  a  from-to  table  was  constructed  for  the  same  148 
farmers  as  before  but  for  the  12-month  period  from  July,  1960,  to  July, 
1961.  Relationships  in  such  a  table,  covering  a  12-month  period,  should 
not  be  influenced  by  seasonal  elements. 

The  results  were  the  very  same  as  those  noted  previously  for  the  longer 
period.  Thus,  most  expenses  were  financed  out  of  crop  receipts,  borrow- 
ing, and  earnings  from  the  farm;  farm  assets,  primarily  out  of  other 
financial  assets  and  borrowing;  and  payment  of  debts,  mostly  out  of  crop 
and  livestock  sales.   With  regard  to  uses  of  funds,  most  crop  sales  went  to 

15  As  was  noted  on  page  22,  the  true  magnitude  of  checking  account  transac- 
tions is  greatly  understated  in  these  tables.  Since  most  transactions  involve  check- 
ing accounts  and  since  income  and  loan  proceeds  are  the  principal  sources  of 
deposits,  checking  account  balances  in  the  main  do  not  constitute  an  independent 
source  of  funds,  and  the  uses  of  withdrawals  from  such  funds  are  therefore  espe- 
cially noteworthy. 
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meet  expenses  or  to  pay  debts;  nonfarm  income  went  relatively  much 
more  frequently  into  financial  assets  other  than  checking  accounts;  with- 
drawals from  financial  assets  were  used  mostly  to  acquire  farm  assets  and, 
to  a  lesser  extent,  to  pay  debts;  and  new  borrowing  was  used  primarily  to 
purchase  more  farm  assets,  with  most  of  the  remainder  going  to  meet 
expenses. 

Not  only  was  the  nature  of  these  relationships  not  altered  by  the  use 
of  the  12-month  period,  but  in  most  instances  the  figures  were  within 
five  percentage  points  of  those  shown  in  the  preceding  tables.  This  cor- 
respondence is  not  too  unexpected  considering  the  fact  that  one  period 
constituted  roughly  two-thirds  of  the  other  period,  but  it  does  serve  to 
support  the  stability  of  the  relationships  noted  in  the  foregoing  tables. 

Behavior  by  Different  Groups 

The  material  presented  so  far  on  the  sources  and  uses  of  funds  provides 
a  picture  of  how  the  panel  members,  on  the  average,  handled  their  funds 
during  the  period  studied.  Of  equal  importance,  however,  is  the  extent  to 
which  these  relationships  vary  among  different  groups  of  farmers.  Such 
an  analysis  would  help  to  provide  insights  into  the  reasons  for  the  high 
association  between  particular  sources  and  uses  and  would  serve  to  suggest 
possible  explanations  for  these  behavior  patterns. 

Accordingly,  this  section  seeks  to  determine  the  extent  to  which  the 
preceding  results  remained  applicable  when  similar  from-to  tables  were 
constructed  for  the  panel  members  classified  in  five  different  ways  —  by 
value  of  total  assets,  by  age  of  farmer,  by  tenure,  by  size  of  farm,  and  by 
type  of  farm.  Because  of  their  bulkiness  and  complexity,  the  actual 
from-to  tables  are  not  reproduced  in  this  report,  but  the  principal  differ- 
ences will  be  brought  out  in  the  following  discussion. 

Value  of  Total  Assets 

The  relationships  obtained  for  the  total  panel  relating  to  sources  and 
uses  of  funds  remained  much  the  same  for  the  different  asset  groups,  but 
there  were  differences  in  the  relative  importance  of  different  transactions. 
Thus,  farmers  with  assets  of  $50,000  or  more  relied  less  heavily  on  bor- 
rowing as  a  source  of  funds  (13  percent  of  the  total  value  of  transactions 
causing  changes  in  funds)  than  did  farmers  in  the  lower-asset  group  (23 
percent  causing  changes  in  funds) .  The  farmers  in  the  greater-assets 
group  also  drew  relatively  more  on  financial  assets  (19  percent)  than  did 
farmers  with  smaller  total  assets  (10  percent).  Nonfarm  income  was  a 
slightly  more  important  source  of  funds  for  small-assets  farmers  than  for 
those  with  large  assets. 
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A  considerably  larger  percentage  of  farmers  with  less  than  $50,000  in 
assets  received  nonfarm  employment  income  than  those  with  more  than 
$50,000  in  assets.  Of  farmers  in  the  former  group,  43  percent  received 
salary  income  compared  with  only  22  percent  in  the  higher-assets  group. 
Also,  22  percent  of  the  wives  of  farmers  in  the  lower-assets  group  earned 
nonfarm  income  compared  with  10  percent  of  the  wives  of  farmers  with 
more  than  $50,000  worth  of  assets. 

The  uses  made  of  particular  sources  of  funds  exhibited  the  same  gen- 
eral relationships  as  shown  by  all  farmers'  uses  of  funds.  The  only  excep- 
tions were  ( 1 )  that  nonfarm  earnings  were  used  more  often  in  the  lower- 
assets  group  to  buy  farm  assets  (20  percent)  than  in  the  higher-assets 
group  (12  percent),  and  (2)  that  debts  were  used  more  often  to  acquire 
nonfarm  assets  by  the  lower-assets  group  than  by  the  higher-assets  group.16 

In  general,  wealthier  farmers  were  much  more  likely  to  return  farm 
revenue  directly  to  the  farm  and  to  place  nonfarm  revenue  into  financial 
assets. 

Age  of  Farmer 

Older  farmers  tend  not  only  to  have  much  more  in  assets  than  younger 
farmers,  but  also  to  exhibit  substantially  different  fund-handling  patterns. 
Farm  receipts  are  the  primary  sources  of  funds  for  paying  expenses  for 
farmers  at  all  age  levels,  but  the  study  indicated  that  older  farmers  (60 
years  of  age  or  more)  were  much  more  likely  to  draw  on  crop  and  live- 
stock sales  and  much  less  likely  to  incur  debts  to  meet  expenses,  whereas 
the  opposite  was  true  of  younger  farmers,  particularly  those  under  40 
years  of  age. 

Acquisition  of  farm  assets  by  older  farmers  came  more  frequently  from 
farm  income  and  less  frequently  from  new  borrowing.  Not  surprisingly, 
receipts  from  the  sale  of  farm  products  were  used  to  a  greater  extent  by 
younger  farmers  to  pay  debts  than  by  older  farmers,  undoubtedly  because 
younger  farmers  had  much  greater  debts,  as  was  noted  previously. 

As  a  rule,  younger  farmers  used  relatively  more  nonfarm  income  and 
money  received  from  the  sale  of  financial  assets  other  than  checking  ac- 
counts to  acquire  farm  assets  than  did  older  farmers.  The  latter  group 
preferred  to  use  this  money  to  acquire  more  financial  assets.  Payment  of 
debts  out  of  farm  or  nonfarm  earnings  was  frequent  among  younger 
farmers  but  of  less  consequence  among  older  farmers. 

These  findings  would  seem  to  be  in  accord  with  the  earlier  conclusion 
that  older  farmers  relied  less  on  borrowing  because  their  resources  were 

16  This  exception  can  be  accounted  for  by  a  large  purchase  of  nonfarm  real 
estate  by  a  farmer  in  the  low-assets  group,  which  was  partially  financed  by  debts. 
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greater,  their  needs  were  fewer,  and  they  preferred  to  avoid  financial 
obligations  in  the  twilight  of  their  working  careers.  On  the  other  hand, 
younger  farmers,  who  were  much  more  anxious  to  accumulate  capital  and 
whose  resources  were  much  more  limited,  had  to  resort  to  borrowing,  not 
only  to  increase  their  working  resources,  but  also  to  meet  current  expenses. 

Tenure 

Differences  in  sources  and  uses  of  funds  among  full  owners,  part 
owners,  and  tenants  were  not  so  pronounced  as  among  age  groups,  but 
they  were  nevertheless  clearly  apparent  in  a  number  of  instances.  In 
general,  part  owners  and  tenants  appeared  to  handle  money  in  roughly 
similar  fashions,  with  both  groups  differing  substantially  in  some  fund- 
handling  respects  from  full  owners.  The  latter  group,  consisting  largely 
of  well-settled  older  farmers,  tended  to  make  fewer  financial  transactions. 

Full  owners  sold  relatively  more  of  their  crops  and  livestock  to  meet 
expenses,  whereas  part  owners — and  especially  tenants- — more  frequently 
went  into  debt  for  this  purpose.  At  the  same  time,  payment  of  debts  was 
more  often  made  out  of  crop  and  livestock  sales  by  part  owners  and 
tenants;  full  owners  drew  more  heavily  upon  nonfarm  income  for  that 
purpose.  More  funds  from  crop  and  livestock  sales  were  put  into  farm 
assets  by  part  owners  and  tenants,  whereas  full  owners  put  more  of  this 
money  into  financial  assets. 

Size  of  Farm 

Operators  of  large  farms  put  greater  proportions  of  their  crop  and  live- 
stock receipts  back  into  farm  assets,  whereas  farmers  operating  less  than 
200  acres  put  a  larger  share  of  such  funds  into  financial  assets.  The  larger 
farmers  also  relied  more  heavily  on  money  received  from  crop  and  live- 
stock sales  to  meet  expenses;  the  smaller  farmers  were  more  likely  to  go 
into  debt  for  this  purpose.  The  primary  use  of  debts,  however,  was  to 
acquire  farm  assets  (especially  machinery,  land,  and  buildings) ,  a  practice 
followed  to  a  greater  extent  by  smaller  farmers  (representing  80  percent 
of  the  borrowing  of  operators  of  farms  of  less  than  200  acres)'  than  by 
larger  farmers  (62  percent). 

In  all  groups,  nonfarm  income  went  primarily  into  financial  assets 
other  than  checking  accounts,  although  this  phenomenon  was  more  preva- 
lent among  the  operators  of  large  farms.  Small  farmers  used  nonfarm 
income  in  much  greater  proportions  to  pay  debts  than  did  large  farmers. 

Type  of  Farm 

Perhaps  the  most  significant  difference  between  livestock  and  cash- 
grain  farmers  in  the  sample  was  that  the  former  relied  more  heavily  on 
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borrowing  as  a  source  of  funds.  New  debts  accounted  for  22  percent  of 
all  transactions  of  livestock  farmers  but  only  16  percent  of  the  transactions 
of  cash-grain  farmers. 

This  was  probably  to  be  expected,  since  livestock  farmers  make  single 
payments  for  livestock  in  much  greater  amounts  than  cash-grain  farmers 
normally  make  at  any  one  time  for  seed,  fertilizer,  and  other  supplies. 
Also,  since  livestock  is  a  very  tangible  asset,  livestock  farmers  may  be  able 
to  acquire  credit  more  easily  than  other  farmers.  Because  of  their  greater 
reliance  on  borrowing,  the  livestock  farmers  in  the  sample  used  more  of 
their  funds  to  pay  debts  (31  percent)  than  did  the  cash-grain  farmers 
(24  percent). 


IV.  SUMMARY  AND  CONCLUSIONS 


Summary 

This  study  of  the  finances  of  Central  Illinois  farmers  found  both  assets 
and  debts  to  be  widely  dispersed.  In  terms  of  dollar  value,  most  of  the 
farmers'  assets  were  in  the  operated  farm,  principally  in  land  and  build- 
ings. In  terms  of  frequency  of  holding,  nearly  all  of  the  farmers  had 
checking  accounts  and  over  90  percent  owned  life  insurance,  with  large 
proportions  also  owning  stocks  (much  of  it  in  cooperatives  or  lending 
agencies) ,  savings  accounts,  and  government  bonds. 

Over  90  percent  of  the  farmers  had  some  debts.  However,  these  debts 
were  relatively  small,  amounting  to  less  than  16  percent  of  their  asset 
holdings. 

Examination  of  balance  sheets  for  various  groups  of  farmers  revealed 
pronounced  differences  among  them,  especially  according  to  age,  tenure 
status,  and  amount  of  total  assets.  Older  farmers  were  not  only  wealthier 
but  also  were  less  in  debt,  were  more  likely  to  be  farm  owners,  and  held 
more  physical  and  financial  assets  outside  of  the  operated  farm.  Tenants 
generally  had  much  smaller  assets  and  relatively  much  greater  debts  than 
part  owners  or  full  owners,  although  they  owned  relatively  large  amounts 
in  the  form  of  financial  assets  (even  after  excluding  checking  accounts) . 
Farmers  with  larger  amounts  in  total  assets  held  a  greater  variety  of  assets 
than  other  farmers,  particularly  nonoperated  farm  land,  other  real  estate, 
and  bonds  and  stocks. 

A  statistical  analysis  of  the  net  influence  of  different  factors  on  the 
ratio  of  farm  assets  to  total  (gross)  assets  found  the  major  related  vari- 
ables to  be  an  overall  measure  of  financial  resources,  tenure,  age,  acres 
operated,  amount  of  debt,  income,  and  education.  In  particular,  age, 
education,  and  total  assets  correlated  negatively  with  this  ratio.  On  the 
other  hand,  the  proportion  of  total  assets  in  the  farm  tended  to  increase 
with  acres  operated  and  was  higher  for  farm  owners  than  for  tenants. 

Study  of  the  manner  in  which  financial  resources  were  obtained  and 
used  found  that  the  most  important  sources  of  funds  for  Central  Illinois 
farmers  were  receipts  from  the  sale  of  crops  and  livestock  and  increases  in 
indebtedness.  Most  funds  for  financial  transactions  were  used  to  meet 
expenses  and  to  pay  off  debts,  although  sizeable  amounts  also  went  back 
into  the  farm. 

36 
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The  relative  importance  of  sources  of  funds  varied  according  to  the 
uses  made  of  the  money.  Proceeds  from  crop  sales  were  used  heavily  to 
pay  debts,  whereas  acquisition  of  farm  assets  was  financed  primarily  by 
borrowing  or  by  using  funds  taken  out  of  checking  accounts.  On  the 
other  hand,  money  for  the  acquisition  of  financial  assets  other  than  check- 
ing accounts  came  primarily  from  the  sale  of  farm  land  and  buildings  and 
from  farm  and  nonfarm  earnings. 

With  regard  to  the  uses  of  funds,  money  acquired  from  crop  and  live- 
stock sales  was  used  primarily  to  pay  debts,  to  meet  expenses,  and  to  in- 
crease checking  accounts;  withdrawals  from  checking  accounts  were  used 
largely  to  meet  expenses,  to  purchase  livestock  and  machinery,  and  to  pay 
debts.  Money  obtained  from  the  sale  of  financial  assets  went  into  other 
financial  assets  or  into  the  purchase  of  lands  and  buildings,  whereas  most 
of  the  money  borrowed  by  farmers  was  used  to  pay  expenses  and  to  pur- 
chase machinery  and  other  farm  assets. 

Analysis  of  the  money-handling  practices  of  different  groups  of  farm- 
ers in  the  sample  has  shown,  among  other  things,  that  younger  farmers 
relied  more  heavily  on  debts,  received  less  income  for  nonfarm  sources, 
and  were  more  likely  to  use  farm  income  for  debt  payments  and  to  put 
nonfarm  income  into  farm  assets.  Older  farmers  tended  to  rely  more  on 
crop  and  livestock  receipts  and  less  on  incurring  debts  to  meet  expenses. 
More  of  farm  revenue  was  put  into  farm  assets  by  part  owners  and  ten- 
ants; full  owners  tended  to  place  this  money  more  frequently  into  financial 
assets. 

Farmers  operating  large  farms  put  larger  proportions  of  their  farm 
proceeds  into  farm  assets,  whereas  the  smaller  fanners  put  more  of  these 
funds  into  financial  assets  (largely  checking  accounts).  In  addition, 
smaller  farmers  were  more  likely  not  only  to  acquire  large  debts,  but  to 
use  these  funds  for  purchasing  farm  assets. 

Concluding  Comments 

Three  factors  may  be  advanced  as  being  largely  responsible  for  the 
relationships  observed  between  sources  and  uses  of  funds.  These  are :  ( 1 ) 
the  divisibility  of  assets,  (2)  the  timing  of  money  receipts,  and  (3)  the 
desire  for  balanced  holdings. 

Divisibility  refers  to  the  size  of  the  purchase.  Thus,  seed  is  a  highly 
divisible  asset  but  a  combine  is  not;  the  former  can  be  bought  either 
in  very  small  or  large  quantities,  whereas  acquisition  of  the  latter  is  a 
major  purchase  and  cannot  be  divided  into  parts.  The  operation  of  a 
farm  requires  both  small  and  large  purchases.  For  small  purchases,  there 
is  little  need  to  accumulate  funds,  for  these  purchases  can  be  made  peri- 
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odically,  usually  out  of  checking  accounts.  Large  purchases,  however,  can 
be  made  in  two  ways  —  by  accumulating  funds  or  by  making  a  down 
payment  supplemented  by  borrowing.  In  either  case,  a  period  of  financial 
accumulation  is  involved,  which  in  some  cases  may  be  many  years.  While 
such  funds  are  being  accumulated,  it  is  not  very  good  practice  to  keep 
them  in  checking  accounts  where  they  receive  no  interest.  The  profit- 
maximizing  farmer  will  not  keep  any  more  money  in  his  checking  account 
and  in  cash  on  hand  than  is  necessary  to  meet  daily  expenses  and  an  occa- 
sional emergency  outlay. 

Since  the  farmer  is  likely  to  have  most  of  his  funds  tied  up  in  income- 
producing  assets,  he  may  not  at  any  one  time  have  sufficient  liquid  assets 
to  make  larger  purchases.  Consequently,  he  tends  to  borrow  in  such  cases, 
an  observation  supported  by  the  findings  —  based  on  examination  of 
detailed  from-to  tables  —  that  among  the  panel  members  borrowing  was 
a  more  important  source  of  funds  in  land  purchases  than  in  purchases  of 
livestock  or  machinery,  and  that  it  was  more  important  in  the  latter  case 
than  in  the  purchase  of  supplies.  Thus,  the  larger  the  purchase,  the  more 
important  is  borrowing  as  a  source  of  funds. 

The  timing  of  money  receipts  is  a  major  consideration  among  farmers. 
Cash  grain  farmers,  especially,  receive  income  at  particular  times  of  the 
year  and  in  relatively  large  amounts.  However,  living  expenses  provide 
a  continuing  need  for  funds,  and  the  need  for  capital  items  to  operate  the 
farm  may  not  coincide  with  cash  receipts.  The  imbalance  can  be  met 
either  by  accumulating  funds  in  financial  assets  or  by  short-term  borrow- 
ing, with  the  debts  being  repaid  when  income  is  received.  It  is  therefore 
not  surprising  to  find  that  after  farm  expenses  are  met,  a  major  use  of 
cash  farm  income  is  to  pay  debts.  At  the  same  time,  nonfarm  income  is 
better  suited  for  increasing  financial  assets  because  of  its  fairly  continuous 
nature  and  its  receipt  in  relatively  small  amounts. 

The  desire  for  balanced  holdings  stems  from  the  fact  that  farmers  not 
only  want  to  increase  the  scope  of  their  farm  operations,  but  in  the  course 
of  doing  so  need  to  increase  their  reserves  to  meet  any  emergencies  that 
might  occur.  Moreover,  it  would  seem  to  the  younger  farmer's  advantage 
to  build  his  farm  assets  as  rapidly  as  possible  while  maintaining  sufficient 
financial  assets  to  meet  emergency  and  family  needs.  In  later  years,  when 
the  farm  reaches  a  size  at  which  it  is  being  operated  profitably  and  oc- 
cupying the  full  time  of  the  farmer,  additional  savings  are  more  often 
put  into  financial  assets.  Still  later,  as  the  farmer  nears  the  end  of  his 
working  life  and  wishes  to  lighten  his  workload,  he  may  either  turn  over 
his  farm  assets  to  his  children  or  convert  these  holdings  into  financial 
assets. 

Nonfarm  income  most  frequently  serves  as  a  supplementary  source  of 
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funds.  For  example,  the  farmer's  wife  may  work  primarily  not  to  aid  the 
family's  general  financial  situation  but  rather  to  acquire  certain  durable 
goods  or  to  save  for  a  vacation  or  a  child's  future  education.  In  this  way, 
the  farm  family  may  be  able  to  balance  its  budget  more  carefully  and, 
furthermore,  to  earmark  a  portion  of  income  from  particular  sources  for 
particular  uses. 

The  findings  of  these  analyses  as  well  as  the  tabular  comparisons  sug- 
gest that  a  systems-of-equations  approach  might  advantageously  be  used 
to  describe  asset  and  debt  holdings.  Such  an  approach  would  allow  the 
inclusion  in  certain  equations  of  the  measure  of  asset  holdings  in  which 
primary  interest  centers  as  well  as  either  individual  assets  complementary 
to  this  measure  or  some  aggregation  of  individual  assets,  such  as  financial 
assets,  which  may  be  more  relevant  than  total  assets.  In  other  equations, 
variables  such  as  total  assets  could  be  introduced  to  explain  variations  in 
farm  assets  or  individual  assets  which  may  be  more  directly  associated 
with  this  measure. 

To  develop  such  a  multi-equation  model  of  savings  behavior,  it  would 
be  helpful  to  have  data  on  earnings  of  assets,  costs  of  debts,  and,  perhaps, 
data  regarding  resources  of  different  types  of  financial  institutions.  Also, 
the  use  of  time  series  analysis  would  allow  the  effects  of  changes  in  rel- 
ative prices  and  earnings  of  assets  to  be  related  to  asset  and  debt  holdings. 

Although  the  results  of  this  study  pertain  to  a  relatively  small  sample 
in  a  particular  geographic  area,  the  findings  suggest  that  the  relationships 
obtained  between  sources  and  uses  of  funds  may  be  fairly  stable.  Verifi- 
cation of  this  hypothesis  requires  considerably  more  work  in  detecting  and 
explaining  such  behavior  patterns.  Such  work  will  entail  collection  of 
much  more  data  from  larger  samples  than  the  one  studied  here  and  the 
formulation  of  conceptual  relationships  sufficiently  versatile  to  reflect 
interdependencies  among  variables.  The  work  will  not  be  easy,  but  this 
study  suggests  that  the  results,  in  terms  of  evaluating  the  effects  of  par- 
ticular monetary  and  fiscal  policies,  should  more  than  justify  the  effort. 
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